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EDITORIAL BOARD 


As from the January, 1950, issue, the Editorial Board has been reconstituted 
as follows: 
Editor i i as = Ra .. A. A. FITZGERALD 
Associate Editor .. ad a - - J. A. L. GUNN 
Assistant Editor... a oT i .. O. R. MacDona.p 
Editor Students’ Section .. ¥ “a oy K. C. Keown 
Editor Legal Section ia - a 2 R. E. O’ NEILL 
It is intended, in future, to make a special feature of the Students’ Section 
under the editorship of Mr. K. C. Keown. Mr. Keown is an Associate of the Institute 
of Chartered Accountants in Australia, and holds the Associateship Diploma in 
Accountaney of the Melbourne Technical College. He is the Head of the School of 


Accountancy in the Melbourne Technical College, editor of The Australian Account- 
ancy Student, and a tutor in accountancy in the University of Melbourne. 


Mr. Keown’s intimate relationship with students in his work at the Melbourne 
Technical College and the University of Melbourne has peculiarly fitted him for the 
editorship of the Students’ Section, and we feel sure that student readers of the 
Journal will welcome his advent, to the Editorial Board. 


Mr. O. R. MacDonald, A.I.C.A., who has, for many years been associated with the 
Students’ Section of the Journal, and who was formerly editor of the Commonwealth 
Journal of Accountancy, is continuing as a member of the Editorial Board in the 
capacity of Assistant Editor. 

The other new member of the Editorial Board, Mr. R. E. O’Neill, is an Associate 
of the Commonwealth Institute of Accountants, and a partner in the firm of J. A. L. 
Gunn and Partners, Public Accountants, Sydney. 
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AUSTRALIAN CONGRESS ON ACCOUNTING 


Held in Sydney, November 21-25, 1949 


Sponsoring Organizations: 
THE INSTITUTE OF CHARTERED ACCOUNTANTS’ IN AUSTRALIA 
COMMONWEALTH INSTITUTE OF ACCOUNTANTS 
FEDERAL INSTITUTE OF ACCOUNTANTS 
THE ASSOCIATION OF ACCOUNTANTS OF AUSTRALIA 
AUSTRALASIAN INSTITUTE OF Cost ACCOUNTANTS 


The second Australian Congress on 
Accounting, held in Sydney from the 21st 
to the 25th November, was highly success- 
ful—much more so from both the social 
and technical viewpoints than even the 
Council of Management expected when the 
Congress was first conceived. 


The total number of those who registered 
to attend the technical sessions and to re- 
ceive the book of proceedings thereon was 
1,200. This number included many from 
interstate, New Zealand and overseas. 

The attendances at the various technical 
sessions were excellent: for about ten days 
before the public address it was not pos- 
sible to obtain cards of admission, and 
many were disappointed in not being able 
to attend this function or the dinner. For 
most of the technical sessions the Assembly 
Hall was crowded on both floors with atten- 
tive listeners. The standard set by the 
writers of the papers was a high one, and 
the prepared commentaries thereon were 
of a similar standard. The comments from 
the floor of the house were of higher calibre 
than had been expected and in many cases 
were provocative. 

On the social side, a most fraternal 
atmosphere existed among the members of 
the five sponsoring institutes. Overseas 
visitors to the Congress were afforded a 
Civic Reception by the Right Honourable 
the Lord Mayor of Sydney, Alderman E. 
C. O’Dea, at the Town Hall. Probably the 
outstanding function was the Presidents’ 
_reception, which was also held on the first 
day of the Congress. Although it was held 
on a day of most inclement weather, 810 
persons crowded to The Trocadero, where 
they were greeted by the five Presidents. 


The nature of this function enabled old 
friendships to be renewed and many new 
ones to be formed. Another important 
function held on the same day, also at The 
Trocadero, was the members’ luncheon, at 
which His Excellency the Governor of New 
South Wales, Lieutenant-General ’ John 
Northeott, C.B., M.V.O., welcomed the 
visitors to the State of New South Wales. 
It was a most impressive sight to see 800 
members seated at what must have been the 
largest assembly at an accountants’ lun- 
cheon yet held in Australia. The members’ 
dinner, held on the Wednesday evening at 
the..Wentworth Hotel, at which 390 mem- 
bers attended, was the largest formal din- 
ner the hotel had ever provided. It, too, 
was a successful and enjoyable evening. 

The Congress Ball held at The Trocadero 
on the Thursday was an evening long to be 
remembered, 970 persons attending this 
function. 

The Ladies’ Committee arranged special 
functions for the wives of visiting mem- 
bers, including drives to places of scenic 
beauty, visits to industrial establishments, 
a theatre party and a supper. Parties were 
also held during the week in many private 
homes. Three hundred and fifty persons 
enjoyed an afternoon cruise around Syd- 
ney Harbour on a specially chartered show- 
boat. The closing day, Friday, was devoted 
to sport, members and their friends having 
the choice of golf, bowls or tennis. 

The Proceedings of Congress, which will 
be published in book form early in the New 
Year, will provide a worthwhil@ record in 
detail of this important week. Copies may 
still be reserved on application to the Con- 
gress office at 5 Bligh Street, Sydney. 
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Australian Congress on Accounting—continued 
Associated with the Congress was an 
Exhibition of Accounting Machines and 
Office Equipment, held in the Lower Town 
Hall from the 21st to 23rd November. It 


was probably one of the most extensive 
exhibitions of its kind ever staged in the 
Southern Hemisphere. 
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The Congress, the results of which must 
be of far-reaching value to all accountants 
in Australia, is so far Australia’s out- 
standing accounting event. Congratula- 
tions are extended to the Council of Man- 
agement and to all the Congress officials 
for the efficient and smooth functioning of 
a crowded week. 
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In his paper on ‘‘The Status of the 
Accountant in Australia,’’ submitted to the 
recent Australian Congress on Accounting, 
Mr. Norman S. Young said: 
‘‘Because an accountant is not in 
publie practice it does not mean that 
he is not a member, or cannot be a 
member, of a profession. A doctor in 
the service of a hospital, or a solicitor 
employed by a company, is still a mem- 
ber of the profession for which he has 
qualified.’’ 
At the same Congress, in replying to com- 
ments on his paper on ‘‘The Widening 
Responsibilities of Accountants,’’ Mr. T. 
A. Hiley used the expression ‘‘the practis- 
ing branch of the profession.’’ 

Mr. Young and Mr. Hiley are both prac- 
tising accountants and members of the 
Institute of Chartered Accountants in 
Australia. 

That they are not alone in their view 
that there is no valid line of demarcation 
between the status of the practising ac- 
countant and that of the non-practising 
accountant is shown by the following ex- 
tracts from authoritative overseas sources. 

The foreword to a booklet issued by the 
Society of Incorporated Accountants and 
Auditors in England to all newly admitted 
members of the Society says— 

‘*The evolution of the large commer- 
cial unit has created a demand for 
full-time accountancy service, a de- 


© 
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B. JAMES, F.C.A. (AUST.) 


mand which, at times, appears to offer 
more glittering prizes than public 
practice. It is true that the commence- 
ment of a practice presents many diffi- 
culties, but that has always been so. 
It needs the taking of one’s courage 
in both hands, a great reliance on one’s 
own abilities, a readiness to shoulder 
responsibility, and a determination to 
overcome the difficulties whatever they 
may be. These qualities in themselves 
will make an appeal to a number of 
accountancy students. The results of 
publie practice naturally vary accord- 
ing to the qualities of the individual, 
but they are not to be measured only 
by the credit balance of the profit and 
loss account or by the size of the office 
or staff. There is a definite satisfac- 
tion in becoming a valued adviser to 
one’s clients, even though they may be 
comparatively few in number. The 
glorious uncertainty of the future is, 
in itself, an attraction to some tem- 
peraments, though certainly not all. 
But whatever your future career may 
be, you will still be ‘in the profession.’ 
The idea that a man who went into 
industry had ‘left the profession’ was 
exploded many years ago.”’ 

Similarly, Mr. Basil Smallpiece, who is 
now a member of the Council of the In- 
stitute of Chartered Accountants in Eng- 
land and Wales, in a lecture to the Man- 
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The Accountancy Profession—continued 


chester Society of Chartered Accountants 

in England and Wales in April, 1948, had 

this to say— 
‘« |. the number of members of our 
own Institute employed outside public 
practice is now not far short of the 
number of those in practice. . . . These 
accountant-administrators and _ ac- 
countant-specialists, then, are part of 
the management structure of modern 
industry. As such, they are vitally 
concerned with effective utilization of 
the economic resources of the under- 
takings of which they are a part. And 
I think it is true to say that, on this 
subject, they think more constructively 
than most of their brothers in ‘prac- 
tice’ . . . in my opinion, the most pro- 
ductive thinking in the profession to- 
day — with many notable exceptions 
which I gladly acknowledge—is in the 
industrial and commercial sphere... . 
It would be folly for the practising 
side of the profession to ignore what 
their brothers in industry are doing 
and to fail to keep abreast of the tech- 
nical achievements. . . . So long as the 
practising half of the profession in 
general continues to hold the indus- 
trial half at arm’s length, as though it 
were a bit of a menace to the practice 
of public accountancy, so long will 
practising accountants consider the 
technical achievements of their indus- 
trial fellows irrelevant to their own 
problems and practice. Let us remem- 
ber that the profession of accountancy 
is now being practised in two spheres 
—the original one of public practice, 
and the new one of industrial manage- 
ment... . Of course, public practice is 
the foundation of the profession: that 
is where we all get our training. But 
we ought to realize that it is not the 
be-all and the end-all of it. The profes- 
sion is not simply a profession of 
public accountants, managed by them 
or for them, with a host of rather 
troublesome hangers-on.’’ 


Unfortunately, there were many refer- 
ences during the Congress to the division 
of accountants into two classes—the ‘‘pro- 
fessional accountant’’ and, to use the de- 
plorable expression of one speaker at the 
final technical session, the ‘‘bookkeeper in 
industry.’’ Doubtless it is true that many 
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accountants qualified by examination are 
engaged as bookkeepers in industry; it is 
also true that many practising accountants 
are doing little other than bookkeeping 
work. It is true that many practising ac- 
countants are giving services of the highest 
quality to industry ahd to the community ; 
it is equally true that many non-practising 
accountants are giving services of at least 
equal value. 

The test by which it may be decided 
whether an accountant is engaged in the 
practice of a profession is not the nature or 
number of the enterprises which he serves, 
nor the Institute to which he belongs. It 
is the nature and quality of his work, the 
spirit in which the work is done, and the 
sense of moral responsibility which per- 
vades it. 

As a practising accountant and a mem- 
ber of the Institute of Chartered Account- 
ants in Australia, I think that many of the 
echoes of ‘‘exploded ideas’’ on the consti- 
tution of the profession which were heard 
at the Congress constituted almost an 
affront to the non-practising members of 
the profession. 

I believe that I express the views of the 
majority of practising accountants in Aus- 
tralia when I say that I have the greatest 
respect and admiration for the truly pro- 
fessional work which is being done by our 
colleagues in private industry, in the public 
service, and in the teaching branch of the 
profession, including the 600 members on 
the separate list and the 450 associates not- 
in-practice of the Institute of Chartered 
Accountants in Australia. 

It was doubly unfortunate that expres- 
sions such as those to which I refer should 
have been heard at a Congress which was 
sponsored by five institutes of accountants, 
whose total membership includes an over- 
whelming majority of accountants not en- 
gaged in public practice. One cannot help 
feeling that the latter were largely over- 
looked, and relegated to a minor place in 
the Congress proceedings. 

It is hoped that a prompt analysis of the 
divergent views expressed by many able 
speakers at the Congress will not only be 
undertaken, but followed up by action, so 
that this valuable result of such an im- 
portant gathering of members of the pro- 
fession will not be lost. 

I pay tribute to the excellent organiza- 
tion of the Congress and its attendant 
happy functions. 





January, 1950 


AUSTRALIAN CONGRESS ON ACCOUNTING 


The Australian Accountant 


THE WIDENING RESPONSIBILITIES OF 
ACCOUNTANTS 


Being a paper delivered by 
T. A. Hitey 


Author’s Summary 


The last generation has seen the most 
remarkable growth in the responsibilities 
of accountants and developments in their 
methods. In spite of earlier beginnings, I 
regard the year 1855 as the birth of modern 
accounting. It was the statutory recog- 
nition of Joint Stock Companies with 
limited liability which really launched 
modern accounting. 

For the remainder of the century and 
up to the end of the first world war, pro- 
gress if marked, was slow. But from the 
early twenties until the present, a number 
of faetors contributed to a most rapid 
development. Amongst these are _ the 
gradual change from proprietary capital- 
ism, where the owner personally conducted 
the business, to managerial capitalism, 
where a new generation of competent 
managers directed the administration of 
enterprise with little or no interest in its 
capital structure. The development of the 
accounting machine played its important 
part; governments in countless ways 
demonstrated an ever greater interest in 
and requirement from industry; competi- 
tion became more and more intensive; the 
amount of capital available for investment 
tended to grow with each succeeding year. 

These are only the principal causes of 
increased responsibility for accountants. 
Perhaps the depression of the early thirties 
played some considerable part. Perhaps 
the growing complexity of commercial 
organization, of which the growing Hold- 
ing Company technique is an illustration, 
also played a part. But the illustrations 
which were earlier supplied are principal 
directions leading to this great increase in 
responsibilities of accountants. 

The changes evidence a widening beth in 
direction and. nature. No longer is the 
accountant’s responsibility confined to the 
owner. On the contrary, the accountant’s 
outlook of today is generally dominated by 
the responsibility to the public, including 


present and potential creditors in that 
term. For the investor, the new office and 
technique of the investigating accountant 
has been evolved. Bankers place an in- 
finitely greater reliance on and make much 
greater use of our services. 

If not entirely the development of the 
last generation, the present degree of re- 
sponsibility of accountants to govern- 
ments is wholly new. The weight of taxa- 
tion, the growing number of and diree- 
tions of statutory controls have led us to 
face colossal new tasks. Taxation work in 
itself represents a tremendous growth and 
does not stop at mathematical perform- 
ance. In this one branch of law, the ac- 
countant has developed a very great 
responsibility for advising the arrange- 
ment and conduct of businessy Whilst a 
wise accountant recognizes the comple- 
mentary parts which lawyers and account- 
ants should play in the appellate side of 
taxation work, the responsibility. of the 
profession in Australia is so wide that the 
line of demarcation between the respon- 
sibilities of lawyers and accountants on 
taxation matters, if still being somewhat 
blurred and overlapping, is drawn in this 
country more in favour of the accountant 
than is the case in the United States. In- 
surance practice with consequential loss 
stock declarations have brought many 
new tasks to the profession and, as an 
almost unexplored field, comes the re- 
quirements of Courts of Arbitration and 
Conciliation. 

Here we see what might be described as 
the first illustration of the secial respon- 
sibilities of accountants, but in two other 
directions that responsibility is more 
widely illustrated. Profit-sharing and 
staff-provident » schemes are spreading 
rapidly and accountants are playing a 
notable part in that development. 

In every sphere of requirement, but 
particularly in the field of manufacture, 
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Widening Responsibilities of Accountants—cont. 


the accountant has reorientated his re- 
sponsibility from the history of commerce 
to the prophecy of its future course. The 
developing techniques of managerial ac- 
countancy, including business budgeting 
and cost finding have turned the account- 
ant from looking always backwards to a 
position where his gaze is towards the 


COMMENTARY BY 


1. The paper before us clearly indicates 
that the accountants are becoming in- 
terested in a wider variety of matters 
than are usually connoted by the term 
accounting. But such a suggestion need 
make no pretence of implying widening 
responsibility. I submit that we need a 
theory or notion of what responsibility is 
before we can say in what way the re- 
sponsibilities of accountants are widening. 

2. We must distinguish two types of 
responsibility, one readily determinate, 
the other indeterminate. The first is the 
sort of responsibility found in organized 
activity by which subordinate people hold 
themselves responsible to senior officers 
for the exercise of powers delegated to 
them. The second type is the responsi- 
bility of professional people without any 
obvious higher personal authority to 
which they must account. It is this kind 
of responsibility, I think, which Barnard 
(Functions of the Executive, p. 267) de- 
seribes as “the property of an individual 
by which whatever morality exists in him 
becomes effective in conduct.” 

3. This kind of responsibility must be 
related to a specified goal, for there can 
be no such thing as responsibility in 
general. The goals of a professional body 
as distinct from those of a trade are 
characterized by a conception of service 
to the community which gives its members 
the opportunity of practising their pro- 
fession. I submit therefore that a great 
part of the professional man’s responsi- 
bility consists in improving the technique 
of his profession, and its capacity to serve 
the needs of the community in which he 
lives. There can be no,wider responsi- 
bility than this; the points at which Mr. 
Hiley has indicated the accountant enters 
into business life suggests that he must 
accept more and more responsibility for 
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distant horizon. In this way, his work has 
played a part in making available the 
products of science and invention in quan- 
tities and at a price which have brought 
countless new articles within the purchas- 
ing power of the multitude. The greater 
use of our services in the direction and 
management of enterprise has been one of 
the really notable features of the past 
generation. 


R. J. CHAMBERS 

the progress of a community, the preser- 
vation of its way of life and of the ideals 
which are commonly accepted by it. 

4. But no one outside the profession, 
no law, can impose a responsibility. A 
law can impose a duty or an obligation, 
but responsibility must be assumed: it is 
a personal thing, an attitude, a code of 
behaviour ; and the seriousness with which 
responsibiliiy is assumed is measured by 
the extent to which that code of be- 
haviour or that morality becomes effective 
in practice. 

5. I submit that as accountants we must 
assume responsibility for the improve- 
ment of the standards and the examina- 
tion of thc practices of the profession. As 
accountants we can assume no other re- 
sponsibility. If we assume other respon- 
sibilities we do so as private persons or as 
members of some other type of associa- 
tion. For our purposes, therefore, we must 
confine our attention to accountants as 
such. 

6. I detect relatively little willingness 
to assume this kind of responsibility 
among accountants in Australia today. 
Unquestionably, there are great numbers 
occupying positions as tax consultants, 
directors of companies, and other special 
offices; but as interests in these things 
wax, so it seems does responsibility to- 
wards the profession wane. The assump- 
tion of other kinds of responsibility limits 
the responsibility which accountants as- 
sume towards their own profession, and 
hence towards the service of the com- 
munity. There are over 18,000 qualified 
accountants in Australia, but the number 
of contributors to the technical journals 
of the profession in any twelve months is 
probably less than one-half per cent. of 
these, and not all the contributions of 
these few imply the assumption of widen- 
ing responsibilities. 
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Widening Responsibilities of Accountants—cont. 


7. But accountants must assume Wider 
responsibilities. Leading thinkers about 
the problems of industrial organizations 
and civilizations are constantly pointing 
out that the lack of integration of effort 
and will in industry today is due in a 
large measure to the isolation of indi- 
viduals and classes of individuals, to in- 
adequate communication between classes 
or individuals, between workers and em- 
ployers, and between investors and mana- 
gers. Conflict of interest is implied by 
the form and content of many financial 
statements, even today. These matters 
touch the root of the individualism, the 
freedom of enterprise and choice which is 
one of the chief advantages of capitalist 
society ; for where there is no mutual trust 
between classes which have such closely 
related interests, the breach may easily 
become irreparable, to the great detri- 
ment of the kind of civilization we admire. 
Accountants can do much to make com- 
petition more keen, to make mutual trust 
between worker and employer a reality, 
to make financial statements as valuable 
to the community as they should be—but 
they can do this only by examining 
closely the social implication of their tech- 
niques and customs. 

8. Two examples will serve to show up 
the necessity for close examination of our 
accounting postulates. The first concerns 
the pronouncements of the Institutes on 
accounting practice. These statements are 
clear evidence of the assumption of wider 
responsibilities. But such statements are 
quite inconclusive as to practice. When 
Mr. Hiley says (para. 100) that “recent 
pronouncements have corrected all those 
abuses,’’ I believe he is expressing a pious 
hope rather than a reality. Mr. Irish has 
pointed out (The Australian Accountant, 
December, 1948, pp. 432-433) what anyone 
can verify, that few companies in Australia 
can claim yet to present financial statements 
which may not be criticized on the basis of 
some of the Institute recommendations. 
Such recommendations are only effective in- 


The Australian Accountant 7 


sofar as individual accountants promote 
their adoption and neither the appoint- 
ment of accountants as board members 
nor as auditors seems to have produced as 
yet the desired response. As I said earlier, 
the seriousness with which responsibility 
is assumed is measured by the extent to 
which the code of behaviour becomes 
effective in practice. 

9. My second example is the conven- 
tion of historical money cost which Mr. 
Hiley mentions with approval. No one yet 
has answered the criticism of Sweeney, 
that an accounting system based on this 
convention is illogical, irrelevant and in- 
complete. It is impossible here to dilate 
on the subject, but I do think it necessary 
to point out that there seems to be an 
underlying inconsistency in Mr. Hiley’s 
argument where an ardent plea for his- 
torical money cost as the basis of account- 
ing accompanies an equally ardent claim 
that the accountant no longer regards his 
duty purely in the light of history, but 
has an equal regard for prophecy (para. 
117). It is on this very ground that those 
who champion other bases than historical 
are condemned. I recognize very 
clearly the need for looking forward, but 
I doubt very much whether that is the 
function of the accountant as such. 

10. May I briefly summarize my posi- 
tion? I believe that responsibility is a 
code of conduct voluntarily assumed. The 
wider responsibilities of accountants as 
such to the community embrace such prac- 
tices, voluntarily adopted, as are deemed 
to be conducive to what the profession 
believes to be the greatest advantage to 
the community in economic satisfactions, 
in social institutions and in political and 
economic freedoms. These responsibilities 
will only be assumed if we examine thor- 
oughly the social, industrial and commer- 
cial implications of accounting practices 
and theory, and so formulate some con- 
cept of the place of accounting in the 
fabric of the society of which we are a 
part. That task is a stern challenge to 
us all. 


cost 


COMMENTARY BY T. R. GROOM 


1. It is well to remind ourselves that, 
fundamentally, the responsibilities of 
accountants are not changing — they are 
widening and intensifying, but our duty 
remains, intrinsically, to— 


(i) Ascertain facts relevant to the con- 
duct of a business; 

(ii) Present those facts in such a man- 
ner and at such a time that man- 
agement is enabled to— 
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(a) Make more net profit, 

(b) Protect assets, 

(c) Arrange capital to meet 
changes in the volume or 
nature of its business; 

(iii) Establish the credibility of state- 
ments made in relation to business 
with a view to their acceptance by 
the public, creditors or share- 
holders. 


In the performance of these duties the 
degree of accuracy required from us is 
higher, and in the widening sphere of our 
activities there must be a growing ten- 
dency towards specialization and consul- 
tation by accountants with other members 
of the profession and also with specialists 
in other professions. 

We are being called up to an increasing 
degree to advise on changes in the capital 
structure of companies and to assist un- 
dertakings to arrange their affairs and to 
present their accounts in a manner de- 
signed to reduce their taxation liability to 
the legal minimum. In such matters ac- 
countants and lawyers, of necessity, are 
being brought into closer collaboration, 
and I welcome the growing tendency of 
management requesting consultation be- 
tween solicitor and accountant before re- 
ceiving a report from either. 

2. The English Companies Act of 1948 
has re-defined the responsibilities of audi- 
tors, setting them at a very much higher 
level, and the new responsibility to ensure 
that published accounts of companies pre- 
sent a true and fair statement involves a 
duty to shareholders, creditors and the 
public, the full implications of which are 
as yet unrealized. The tendency to fuller 
disclosure referred to by Mr. Hiley is im- 
plicit in the requirements of the new 
English company legislation, which asks, 
in effect, that we, as auditors, should not 
merely certify to the correctness of state- 
ments in company accounts, but that we 
should ensure that sufficient facts are 
given to protect shareholders, creditors 
and the public from being misled as to the 
financial standing and _ profit-making 
capacity of companies. 

3. I welcome the growing tendency to- 
wards acceptance by auditors of responsi- 
bility for valuation of stock in trade. 
Machine accounting has made available a 


continuous record of quantities and 
valies of items of stock, and made pos- 
sible the application to the “cost of sales” 
method of accounting to many branches 
of merchandising. Where systematic 
stock records are kept, it is possible for 
their accuracy to be determined by in- 
ternal check and test checking by audi- 
tors and the “near enough” factor re- 
moved from the valuation of an item so 
vital to a correct estimation of profits. 

4. The accountant is_ increasingly 
sought as a director of public companies. 
The public looks to him to ensure that 
management is given the data requisite 
to sound trading, and the preservation of 
assets, and that the implications of data 
supplied to directors is fully understood. 
The present-day demands upon the time 
and nervous energy of a practising ac- 
countant render it necessary that he 
should restrict his acceptance of direc- 
torates to those in which his responsibili- 
ties and energies will be concerned with 
matters for which he is_ specifically 
equipped by his professional training and 
experience. The accountant who over- 
concerns himself with the details of mer- 
chandising must inevitably lose touch 
with developments in his profession, and 
is unlikely to become a sufficiently good 
merchant to compensate for accepting a 
second-grade status in his profession. 

I do not imply, however, that the ac- 
countant, whether in commerce or in prac- 
tice, should not interest himself deeply in 
the problems of management. His most 
vital job today is to point out to manage- 
ment the results and implications of 
changing policy or trading conditions. 
His duty is to know enough of the pro- 
blems of management to ensure that the 
information necessary to their solution is 
made available in its most useful form, 
and at a time when it can be used to cor- 
rect mistakes or to take advantage of 
opportunities for profit. I deprecate any 
tendency to isolate the accounting organi- 
zation from the factory or shop — such 
isolation almost inevitably lowers the de- 
gree of accuracy of the accounts and de- 
prives management of the invaluable day- 
by-day collaboration of the accountant. 

5. The demand for balance sheets based 
upon so-called “economic accounting” 
seems to me to be a passing phase which 
we will, in later years, look back upon as 
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Widening Responsibilities of Accountants—cont. 
a form of “midsummer madness.” We 
may admit defects in the present basis of 
historical truth, but such defects pale into 
insignificance beside the gross confusion 
which would arise from the discard of a 
fixed unit of measurement of cost. Few 
people are misled by the understatement 
of assets in terms of the current purchas- 
ing power of money, and management, 
requiring capital from profits to replace 
depreciating assets, will see their way 
more clearly if they look to appropriation 
to reserves of sufficient funds from 
profits to provide this capital rather than 
to confuse themselves with ever-changing 
bases for depreciation charges in the 
profit and loss account. In any case, why 
not draw attention to the difference be- 
tween historical cost and present-day 
replacement value in a separate schedule 
attached to the accounts? 

6. I commend Mr. Hiley’s comments of 
the dangers of the secret reserve. Once 
the outcome of prudent conservatism, the 
secret reserve has shown itself an agent 
for self-deception and, on occasions, for 
fraud. Understatement is as much the 
agent of uncertainty as is overstatement, 
and the full truth clearly set out and re- 


COMMENTARY 

1. I think it is a fact that it is still 
slightly less than 65 years since the for- 
mation of the first body of accountants in 
Australia and great strides have been 
made in the practices and principles per- 
taining to our craft. Mr. Hiley has there- 
fore done well to place on record some of 
the notable advances and achievements 
to the present time. 

2. With some diffidence and at the risk 
of being regarded as somewhat heretical, 
I desire to refer to the matter of secret 
reserves (paras. 58, 99 and 101). In my 
opinion, there is still need for much care- 
ful thought on this subject. I recall a 
phrase used by a bank chairman to the 
effect that the cost of new premises had 
been dealt with acgording to the tra- 
ditional custom of that bank. Is it 
seriously contended that shareholders and 
depositors of that institution were de- 
ceived or prejudiced by that traditional 
practice? 

During recent years when supplies of 
many lines were short and irregular, it 
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lied upon is a more potent factor in mana- 
gerial efficiency than understatement of 
assets and profits, and the reliance upon a 
vague and undefined secret reserve to 
compensate for mistakes or to cover them 
up. The new English Companies Act aims 
at full disclosure, not only of losses but 
also of gains, and relies upon the auditor 
to ensure the presentation of a true and 
fair statement of the profits of each indi- 
vidual year. 

7. I feel that members of our profession 
will be increasingly called upon to act as 
mediators between commerce and govern- 
ment, and it behoves us to appreciate the 
aims and problems of both. 

8. From the point of view of nranage- 
ment, I agree that accounts should be more 
frequently and readily presented, but I 
doubt whether shareholders will find much 
value in the receipt of reports more fre- 
quently than once a year. The press pub- 
li¢ation of brief interim reports by 
directors of public companies is wholly 
desirable, but the presentation of accounts 
to shareholders half-yearly or quarterly, 
particularly in the full detail required by 
the new English companies legislation, 
would cost much more than its value to 
shareholders. 


BY A. L. SLADE 


became customary for those who needed 
them to buy whenever they became 
available, irrespective of stocks already 
held. The time has already arrived in 
some trades when supplies are readily 
available. Holders of surpluses may wish 
to sell only to discover that others have 
made the same decision, with the result 
that the goods are literally unsaleable. 
This state of affairs may happen at the 
end of the financial year. What then is 
the position regarding the valuation of 
the surpluses? The cost is, of course, 
known, and the nominal market price is 
known, too. With an oversupplied mar- 
ket, prices tend to fall. If the unsold 
stock be valued below cost or market, 
whichever be the lower, is that a secret 
reserve ? 

Then there is the value to be placed on 
work in progress. There are several 
schools of thought which advocate, among 
other methods, material and labour plus 
ordinary factory overhead, or plus vari- 
able overhead only, or without any over- 
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Widening Responsibilities of Accountants—cont. 


head at all. Obviously, the results 
achieved may vary considerably from one 
method to another. Does any one of these 
methods create a secret reserve? 

3. I have read with interest Mr. Hiley’s 
several references to various phases of 
cost and managerial accounting and their 
importance to modern commerce, and, 
particularly, perhaps, to industry. There 
is the very significant statement in para- 
graph 11 that the new generation of 
managers who succeeded the ~ owner- 
managers have found it necessary to call 
to their aid the best available accounting 
services to assist them to make their “call- 
ing and election sure.” 

Mr. Hiley has done well to emphasize 
the importance of prompt account report- 
ing which Joses its value in proportion to 
the delay in issue. The directors of a 
large manufacturing company, with oper- 
ations in several States, receive by the 
10th of each month the result of the pre- 
vious month’s trading, and, a few days 
later, detailed and closely analysed re- 
ports. Bankers might well recognize that 
this is possible, and, in appropriate cases, 
require reports at frequent intervals and 
without waiting for yearly or even half- 
yearly accounts. 

4. Mf. Hiley, at paragraph 64, refers to 
the work of the accountant in cost find- 
ing, but I think he omitted the more im- 
portant aspect of cost controlling. 

I point out that anyone who wishes to 
succeed as a cost accountant must, in 
addition to a sound technical knowledge, 
be possessed of great tact and the ability 
to handle men of differing temperaments. 
He must read wide'y and must acquire 
“an industrial atmosphere.” 

5. At paragraph 79, Mr. Hiley agrees 
that from the point of view of the balance 
sheet, disclosure is “almost complete,” but 
feels that there is still much to be done 
with the profit and loss account, although 
he refrained from going into detail on 
this. 

On the general proposition that a 
“fuller disclosure” is necessary, there is 
still need for careful thought. I submit 
that most shareholders are not interested 
over-much either in the balance sheet or 
the profit and loss account, but only in the 

dividend. So long as they regard-it as 
satisfactory in amount and find it regular 
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in its arrival, they are quite happy. I 
doubt if one per cent. of shareholders 
attend the annual meetings of companies. 
I quote G. O. May: “British practice has 
come to rely, for the protection of share- 
holders, less upon detailed disclosure than 
upon the integrity, competence and judg- 
ment of the auditors.” Let there be con- 
sistency by all means, but let us not 
lightly espouse the ery for full disclosure 
until we know exactly what is involved. 

6. The tendency for both public and 
private companies to include accountants 
amongst their directorates” obviously 
called for comment. These outside repre- 
sentatives should have a background of 
wide experience in corporate affairs. Their 
judgment should temper the proposals of 
management in the light of broad know- 
ledge of practices followed elsewhere, but 
particularly it should provide an impar- 
tial, detached and, analytical viewpoint 
which management is apt to lose because 
of being too close to current operations. 
They should have the facility to analyse 
and interpret quickly a substantial body 
of operating data. Men possessing these 
qualifications will be an asset to any 
board. 

7. In a paper entitled “The Widening 
Responsibilities of Accountants’’ one 
would have expected to find reference to 


the subject of education. I believe that — 


these responsibilities will make it neces- 
sary for accountants of the future to have 
a more extensive education, both pre- and 
post-graduate, than is required even of 
the accountant of today. I regard it as 
essential that this fact should be made 
known in the secondary schools where, 
probably, most careers are planned. 

In 1929, the American Institute of Ac- 
countants published a brochure entitled 
“Accountancy is a Career for Educated 
Men.” If that statement were true twenty 
years ago, how much more is it the case 
today? 

I suggest that the time has passed when 
young men should “stumble” into the pro- 
fession of accountancy. Let it be recog- 
nized that there afte several classes of 
accountants, chief of which are commer- 
cial, public, cost, taxation and loss assess- 
ing. May I sound a note of warning 
against too early specializing. First let 
there be a sound general knowledge of 
accountancy and then specialization will 
be based on sure foundations. 
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WALTER Scorr 
Author’s Summary 


This is an age of change and there is, 
therefore, nothing significant in the fact 
that there are new perspectives in Cost 
Accounting for Management. The signifi- 
cance would be if there were none, for 
cost accounting cannot afford to be static. 

The extent and nature of these new per- 
spectives could be foretold from signs 
evident in the immediate pre-war period, 
vet only now are beginning to take shape. 
They partly arise out of new aspects of 
management, its*newer and widened pro- 
blems and its increasingly important 
responsibilities. 

In a final sense, accounting has value 
only in the service it can render. - Cost 
accounting can survive only according to 
the way it renders its service to manage- 
ment and through management to the 
nation. 

There is, therefore, a changing defini- 
tion of cost accounting, for the time has 
passed when it can be considered in terms 
purely of allocations of expenditure, of 
collections of costs for orders, jobs or 
products. The newer conception embraces 
(amongst other things) a much closer 
association with every aspect of the busi- 
ness, a more profit-minded attitude, and 
a philosophy which thinks more in terms 
of the future than of the past. There is 
thus an ever-increasing emphasis upon the 
use of cost accounting in terms of control. 

Some of these factors have grown out 
of the changing requirements of manage- 
ment. The decade of a seller’s market has 
found large sections of management com- 
paratively unprepared for the changed 
conditions of a competitive economy. 
Changes in size, in product, in techno- 
_ logical advances, in financial structure in 
money levels, and in operating conditions, 
have together contributed to marked dif- 
ferences in the ‘‘ Break-even’’ Charts of a 
large slice of business enterprise. Fur- 
thermore, the complexity arising from the 
human problems of management add fur- 
ther difficulties. Management today there- 


fore welcomes further help. To give that 
help cost accounting should be designed 
primarily to help facilities, men and 
material to be economically and _ profit- 
ably used. 

In the future, therefore, the cost ac- 
countant should endeavour to give a 
widened range of help to an increasing 
section of management down to the fore- 
man level. This may well require a newer 
type of presentation of his “wares” and 
be the result of a newer approach and a 
somewhat changed psychological attitude. 
The cost accountant prepared to measure 
up to these standards will find himself as 
often in the factory as in the office, will be 
prepared to accept a greater degree of 
responsibility, and will be constantly 
looking for better ways of assisting 
management with, if possible, the paradox 
of fewer figures. 

To accomplish these things he will find 
it necessary to make full use of the tools 
at his command: 

“Break-even” or Profit Charts. 
Flexible Budgets. 

Standard Costs. 

Differential Costs. 

Statistical Analyses. 

The first of these deals with the type of 
information which is of paramount im- 
portance and interest to management. 
Despite weaknesses which must be recog- 
nized in profit charts, there is no tool 
which the cost accountant can use which 
is more practical in the formation of 
policy and top-line decisions. From it, 
there is already emerging a clearer con- 
ception of some vital profit principles 
which management must understand. Yet 
the study of profit charts is in.its infancy 
—their potentialities and usefulness 
await further development by the cost 
accountant. 

The earliest form of budgeting was the 
fixed budget, which suffered from the dis- 
ability of restricting real comparisons 
where there were substantial differences 
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in sales or production volume. In the last 
pre-war years, increasing attention had 
been given to flexible budgets which 
facilitated comparisons irrespective of 
such differences. These were flexible in 
operation — flexible to meet actual con- 
ditions. In turn, they suffered from the 
disability of a lack of emphasis upon the 
target aspect of budgeting. The newer 
trend, therefore, is.to provide the fixed 
budget as the target and the flexible 
budget as the control factor. Budgeting 
should deal in futures and must do so if 
it is to act as a management profit guide. 
Furthermore, it must be dynamic in its 
control aspect, and should, wherever pos- 
sible, be functional so as to emphasize 
responsibility ! 

Standard costs rather than costs in 
general have been treated as the cost ac- 
counting tool because of their greater aid 
to management. They transfer some of 
the cost accountant’s attention from costs 
as they are to costs as they should be. 
At the outset they place emphasis upon 
no profit or poor profit lines. There is an 
immediate challenge to management to 
-alter that position. Secondly, they use the 
principle of exceptions — that principle 
which is management’s greatest time- 
saver by throwing up variances, there is a 
clear picture of what has not gone ac- 
cording to plan. It is important to note 
the three major factors in the develop- 
ment of variances. Firstly, they should 
show the extent of controllability; 
secondly, they should develop causes ; and 
thirdly, they should underline functional 
responsibility. Overall, there should be 
shown in the monthly profit and loss 
account the deduction from or addition to 
standard gross or net profit arising out of 
variations from standard cost. 

The widened use of differential costs 
promises to add a further valuable tool to 
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the cost accountant’s armoury. It is re- 
markable the number of business policy 
problems which arise from time to time 
and really demand some kind of differ- 
ential cost treatment. Its use extends far 
beyond a production sphere, though often 
there is a limitation of this nature im- 
posed. Any cost accountant who can pre- 
sent a balanced picture of a problem 
through results emanating from a differ- 
ential cost treatment will often simplify 
decisions and earn the respect of manage- 
ment. 


Whilst there is a statistical background 
to all of the foregoing tools, there are 
some types of information which lend 
themselves only to a straight statistical 
presentation. It requires great care, how- 
ever, to see that that presentation is not 
spoiled by too many figures—unnecessary 
figures. 

These, then, are the major tools of the 
cost accountant. With these he must 
carry out his work, must fashion his 
wares and must produce the results. The 
methods of use depend upon three factors 
—firstly, the particular problem; second- 
ly, the person for whom the figures are 
being prepared; and thirdly, the end use 
of the figures. In the remainder of the 
paper examples are given of the type of 
information available to the various ex- 
ecutives and extending “down the line” to 
the foreman. 


In conclusion, there are three things 
which the cost accountant must remem- 
ber — firstly, there is no substitute for 
good managément, and cost accounting 
must never purport to be such; secondly, 
the cost accountant’s information must be 
prompt and accurate—but not necessarily 
over-accurate; and thirdly, cost account- 
ing should be carried out only by those 
adequately equipped to do the work. 


COMMENTARY BY E. R. REDDEL 


1. Undoubtedly the value of the 
present-day cost accountant depends on 
his ability to produce to management cur- 
rent information on what is happening in 
the factory, so that the spotlight may be 
directed on those operations or sections 
of the factory on which actual perform- 
ances vary with previous estimates or 


standards. Thus the cost accountant and 
his staff are today spending less and less 
time on ascertaining historical costs and 
more and more time in supplying vital, 
up-to-date information to assist in cost 
control. In many large industrial organi- 
zations what was once known as the 
“Costing Division” or “Cost Office” is now 
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known as the “Cost Control Division.” 
The cost accountant, with his specialized 
training, has a far greater profit cons- 
ciousness than most other factory person- 
nel and is therefore in a unique position 
to play a vital part in management. 

2. Mr. Scott’s paper covers such a wide 
field in which the services of the cost 
accountant are of outstanding value to 
management that I do not propose to go 
over it in detail. I would like, however, to 
direct a little further attention to the 
part that a proper system of standard 
costs can play in this regard, dealing in 
particular with the necessity of preparing 
a sound basis for determining the stan- 
dards used. 

3. Standard costs are rapidly super- 
seding historical costs as a tool of man- 
agement, particularly where repetitive 
manufacture is involved; the utmost con- 
sideration should therefore be given to 
the basis of the standards set. 

+. The standards must bear a definite 
relationship to the ultimate selling price 
and should be based on the estimated cost, 
which provides the basis for the caleula- 
tion of that selling price. 

5. The estimated cost should be com- 
piled where possible from: 

(a) Past experience and 
costs. 
Time and motion studies. 
Piece-work rates. 
(d) Planning engineers’ layouts. 
(e) Comparisons with similar type 
manufacture. 

6. The cost accountant, by close collab- 
oration with the planning engineers and 
estimators, is in the best position to set 
the most accurate standards, 

7. The estimate and the standards are 
the ‘‘yardstick’’ by which efficiency is 
gauged, and proper collaboration by and 
with the cost accountant will ensure that 
estimates are scientifically prepared in- 
stead of being prepared haphazardly—the 
more accurate the estimates the more 
valuable the standard costs. Standard 
eosts are not only a check on efficient 
operation, but also on the accuracy of the 
planning engineers and estimators. 

8. It is not advisable to vary standards 
onee they are set, unless the manufactur- 
ing methods are changed. 


historical 


(b) 
(e) 
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9. Broadly speaking, the following 
elements are common to the standard cost 
control of most industries: 


(i) Direct Labour: This is the most im- 
portant factor and usually the one subject 
to the greatest variations. The analysis 
must be as fine as possible, and the 
greater the break-up into operational 
costs, the better the ability to pinpoint 
faults. It is astounding in actual practice 
to note the number of manufacturing 
faults that are revealed by the comparison 
of standard and actual costs. In many in- 
stances these faults have been found to 
be unknown even to the engineers and 
foremen. 


(ii) Direct Material. The control of this 
factor can be greatly assisted by the use 
of “Standard Requisitions.” These can be 
pre-printed and should be prepared from 
the planning layout which should coincide 
with information prepared by the estima- 
tor. Material required over and above 
that on the “Standard Requisition” re- 
quires a _ special shortage requisition 
which should state the reason for such 
shortage. A credit requisition should also 
be used for any excess materials returned 
to store. Use of these standard requisi- 
tions provide a quick method of caleula- 
tion of material costs. With a stabilized 
market and accurate estimating and plan- 
ning, it will be seen that both control and 
costing of material are relatively simple 
once the standard requisition is priced. 
They also provide a good check on the 
efficient use of materials. 


(iii) Overhead Expense. This should 
be budgeted for and departmentalized as 
far as possible. The actual expense should 
be compared at monthly intervals with 
the budget. The more frequently this is 
done, the greater becomes the control of 
this cost factor. 

Where possible all major items of 
variable expense should be subdivided to 
enable the cause of variations to be 
readily detected. The cost accountant 
should not merely present figures and 
comparisons, but should also enquire into 
and find the reasons for major variations 
and have these explanations ready for the 
management. This applies not only to 
overhead expense but to any of the 
elements of cost. 
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10. Presentation of costs may be 
divided into two categories: 

(a) For the management; 

(b) For the engineers and foremen. 

(i) For the management it should be in 
the form of a simple profit and loss state- 
ment with an absence of needless detail, 
supplemented only by explanations of im- 
portant variances between the standard 
eosts and actual costs. 

(ii) For the engineers and foremen, 
cost information should be in the finest 
detail, and they should be assisted in 
their understanding of it by the cost ac- 
















countant personally pointing out the 
major variances between the standard 
eosts and actual costs. This makes for 





better understanding by all parties con- 
eerned, increases their knowledge of the 
company’s business, and facilitates the 
elimination of defects in control. 










1. The broad theme of Mr. Scott’s paper 
is that the cost accountant must adopt a 
new attitude in his work by associating 
himself more closely with every aspect of 
business, by becoming more profit-minded 
and by thinking more in terms of the 
future than of the past. It is a fact that 
the cost accountant has been hampered to 
a considerable extent by a self-imposed 
limitation of his function in that he has 
eoncerned himself mostly with the mea- 
surement of costs for a variety of pur- 
poses and has interpreted “cost” as cor- 
responding to money expenditures. In the 
use of cost data to assist in the formula- 
tion of pricing policies, this attitude has 
resulted in efforts to obtain the cost of 
each good or service by a meticulous ap- 
portionment of money expenditures, ap- 
plying empirical methods in apportion- 
ment when direct tracing has reached a 
dead-end. There are several deficiencies 
in this line of approach, viz. : 

(a) Money expenditures, past or pre- 
sent, are not necessarily a repre- 
sentation of the economic sacrifices 
for the production of goods or ser- 
vices. Such expenditures exclude 
the claim to profit which must be 
satisfied to maintain enterprise in 
our economic system. Further, 
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11. The main value of a standard cost 
system is that it enables all grades of 
management to give concentrated atten- 
tion on variances between standard and 
actual costs, thus eliminating valuable 
time from consideration of non-essentials. 

12. The cost accountant of to-day plays 
a vital part in cost control, which is of 
much greater profit value to management 
than the mere recording of costs. Thus, 
as Mr. Scott takes care to point out, the 
cost accountant who is of most value to 
his organization is the one who is closely 
in touch with all operations of tHe busi- 
ness. This will necessitate his presence in 
the factory to a much greater degree, so 
as to enable him to present his cost and 
profit control facts in a complete yet 
concise way. He must, however, at all 
times guard against presenting incom- 
plete information which could result in 
misleading management into making 
wrong decisions. 


such expenditures may not corre- 
spond with the recoverable or cur- 
rent value of the goods or services 
represented thereby. 

(b) An economic undertaking finally 
distributes its costs and claims to 
profit through its pricing system, 
which is dominated by the values 
which the market is prepared to 
yield. Cost of production is only 
one of the many factors which de- 
termine market prices from time to 
time. 

(c) In the final analysis, pricing policy 
must havé@ regard to the effect on 
the total net profit of the under- 
taking of the acceptance or rejec- 
tion of any particular amount of 
business. The  inter-dependence, 
rather than the independence, of 
activities is evident. 

2. In the past, the cost accountant has 
devoted a considerable amount of study 
of the nature, behaviour and isolation of 
money expenditures, but it is clear that 
his failure to study also profits aad prices 
has limited his usefulness to management. 
If he is to take a more important part in 
the preparation of profit charts and 
budgeting, as has been suggested by Mr. 
Scott, the additional knowledge becomes 
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of vital importance. In a deliberate ap- 
proach to forecasting and standards, pro- 
fit cannot be regarded merely as a by- 
product of the process of matching costs 
and income which is essentially historical. 

In many ways, the claim to profit be- 
comes a cost which may have no inferior 
priority in recovery from the market. In 
the consideration of some business prob- 
lems, particularly in pricing, profit must 
be merged inextricably with expenditures. 
For these reasons, the rate of profit and 
its incidence in relation to a particular 
business undertaking are matters of first 
rate importance and provide the cost ac- 
countant with a field for intensive inves- 
tigation which is long overdue. From 
such investigations in many fields would 
emerge clearer and additional concepts 
which would raise the status of the cost 
accountant and increase his usefulness to 
management. 

3. Collateral to the study of profits is 
the aequisition of a greater knowledge of 
the workings of the market. The econo- 
mist has formed theories in regard to the 
behaviour of prices in markets, and the 
business man must acquire some know- 
ledge of the price system within his par- 
ticular field or suffer financial injury. Up 
to this time, a study of prices has not 
been considered a part of the formal 
trainfing of a cost accountant, but it is 
evident that it is indispensable knowledge 
if his other work is not to be regarded as 
incomplete and unsatisfying. As the ulti- 
mate method of distribution of costs, it 
certainly ranks equally in importance 
with the internal distribution of expen- 
ditures to activities. 
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4. Mr. Scott also indicates that the cost 
accountant must apply statistical method 
to a greater extent than he has in the past, 
and it is clear that the formal training 
of a cost accountant has not given enough 
emphasis to this important tool. Reliance 
on the double-entry system of bookkeep- 
ing for the cost accountant’s basic re- 
cords has not been altogether misplaced, 
but, nevertheless, there has been a ten- 
deney to expect too much of such system. 
The problems of differential costs has 
not at any time been capable of solution 
through formal entries in a set of ac- 
counts, and other factors now make the 
figures in the financial accounts of lesser 
value to the cost accountant. The chang- 
ing value of money has made many money 
expenditures in financial accounts less 
real as representations of economic sacri- 
fice, particularly those expenditures for 
the acquisition of durable facilities in 
past years. In addition, the legitimate 
disposal of expenditures to meet the con- 
siderations of* taxation and financial 
policy make the residual values fictitious 
for many of the purposes of the cost 
accountant. 

5. Perhaps, also, the cost accountant 
should acquire a new perspective in re- 
gard to his own working tools and 
methods. The cost of cost accounting is 
an important consideration and the cost 
accountant should always be prepared to 
subject his own activities to the test of 
profitability which he so readily applies 
to other activities. He ought to utilize all 
available technical improvements to the 
routine work of collection and classifica- 
tion so that he keeps in line with a policy 
of methods improvement which is essen- 
tial to the health of our economic system. 


COMMENTARY BY W. QUEALE 
to deal with them all more or less at the 
same time. 

3. Under the heading of “Materials” we 


1. A most valuable service to Aus- 
tralian industry has been rendered by 
Mr. Seott. He has set out his ideas under 
two parts in very readable and clear form. 
The first section deals with the “New Per- 
spectives,” and the second section—and to 
me the most important—tells us how they 
may be used as management “tools.” 

2. In industry we are dealing with 
many problems which individually are not 
new. The main trouble is that so many of 
them have piled up together and we have 


have shortages, substitutes requiring 
special treatment, indifferent quality and 
unstable costs in a large number of items. 
Our suppliers frequently have to be 
chased and assisted at some expense. 
These things play havoc with our pre- 
determined or standard costs. 

4. Labor under present full employ- 
ment conditions tends to be in short sup- 
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New Perspectives in Cost Accounting—cont. 
ply and inefficient. Shorter hours, holiday 
and sickness allowances, additional costs 
due to extra margins, high labour turn- 
over, and a rising basic wage, all affect 
our costs. 

5. Mr. Seott draws attention to the in- 
erease in numbers of Australian factories 
since 1939—the newcomers having little 
or no operating experience under pre- 
war highly competitive conditions of 
trade. The demand for executives to con- 
trol these industries has grown and the 
proportion of the men available with pre- 
war and “depression” experience is small 
for our needs. Under the circumstances, 
the well-equipped cost department will be 
a tower of strength, but there is real per- 
sonnel shortage problem here, too. 

6. The need for forward thinking and 
figuring emphasized by Mr. Scott becomes 
a matter of vital necessity rather than a 
matter of advanced accountancy. The ex- 
ecutives of today, from the foreman up to 
the general manager, must be fed with 
information promptly and in simple form. 
The data supplied must be so convincing 
and understandable that, whoever is con- 
eerned with the utilization of the figures 
will be able to act promptly. The system 
must be so under control that the cost 
department will flash the red light im- 
mediately anything starts to go wrong. 
There should not be any waiting until the 
close of the accounting period for man- 
agement to find out that something ad- 
versely affecting results is going on. 

7. As the author suggests, frequent 
visits by the cost accountant to the work- 
shop to familiarize himself with the opera- 
tions covered by his figures are essential. 

8. The old historical basis of cost in- 
formation is dangerous in these times. 
Delegation of authority cannot be satis- 
factorily carried out unless adequate 
“live” information is available. More than 
ever, in all things financial, to-day is not 
too soon for us to know about what hap- 
pened yesterday. 

9. Remarks regarding the profit graph 
of “break-even” chart are of major im- 
portance. Generally, it would appear that 
little has been scientifically done so far in 
this country, and the particular points 
raised should be most seriously considered 
by management. Different types of busi- 
ness are affected by varying conditions. 
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For a relatively small population, Aus- 
tralian industry is particularly compre- 
hensive in its coverage, and the amount of 
business offering within the country has a 
definite upper limit. 

10. The intensity of Australian indus- 
trialization makes it imperative that 
“break-even” charts should be available. 
In many industries export will be essen- 
tial if maximum turnover is desired. 
Heavy tooling expense and capital invest- 
ment in some industries is necessary in 
order to produce goods equivalent in 
quality and design to overseas products. 
This investment may be out of propor- 
tion to quantity capable of being sold on 
the Australian*market. The costs may be 
absorbed more speedily by exporting and 
the price at which export becomes pos- 
sible can be shown up when “break-even” 
point is known. We will be exporting 
against the competition of other countries, 
and our prices will be in the main con- 
trolled by the buyer. 

11. The suggestion that both fixed and 
flexible budgets might be provided, seems 
to be very sound. No matter how careful 
we might be in making up fixed budgets, 
during the past few years most people 
have found it utterly impossible to work 
closely to figures set out. To a large 
extent the “variables” have taken charge, 
and this has brought out very forcibly 
the importance of thé budget coming 
under constant review basically. 

12. A lot depends on the size of the 
undertaking, of course. Many may not 
have available necessary staff or research 
to budget reasonably accurately under 
present-day conditions, where so many 
basic factors affecting expenditure are 
constantly changing. 

13. Budgeting may be developed to, 
cover material and personnel as well as 
finance. 

14. The development of having stan- 
dard costs emanate from the cost account- 
ant’s department, is raised, and this is 
a matter of considerable importance. 
Through predetermined standard costs, 
responsibility of achievement may be 
delegated and results analysed. 

15. The cost accountant should be re- 
sponsible for investigating and recom- 
mending, or otherwise, any proposed ex- 
penditure involving use of increased 
There is 


mechanization for production. 
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need for constant assessment of effect of 
proposed capital investments on the cost 
of the finished product. There may be 
wide cost variations in not dissimilar pro- 
ducts made under the same roof for 
various reasons. Under the heading of 
“Differential Costs,” there are some most 
important reflections. Valuable help to 
industry would be forthcoming if our 
accounting departments could give us 
analyses on lines suggested. This matter 
is interlocked with “break-even” inves- 
tigations. 

16. Statistical information is most im- 
portant and has a value in controlling 
operations sometimes ahead of £ s. d. 
figures. 

17. The use to be made of the “tools” 
fashioned by the cost accountant is dealt 
with at length. The figures should aim at 
the cost controls starting with the fore- 
man or supervisor. No man _ should 
qualify for supervision or foremanship 
unless he is capable of taking intelligent 
interest in the expenditure incurred in 
connection with the operations under his 
control. In most cases this implies some 
training within the industry concerned. 
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18. An American organization employs 
high calibre cost engineers—engineering 
graduates with advanced business train- 
ing, specially chosen for closely examin- 
ing all angles of production operations 
from standard performance and cost 
angle. These men constantly analyse 
operations on a pre-budget basis and, 
further, work with the supervisors in 
interpreting figures achieved. 

19. Reading through the many queries 
which Mr. Scott has set out under various 
functions of industry, it is obvious that 
there is hardly a policy or problem in 
business which cannot be related to some 
fact-finding by the cost accounting sec- 
tion. Top management can assume, it 
seems, that departmental executive heads 
can expect assistance in a large number of 
things in making decisions through data 
supplied by an up-to-date eost accounting 
section. 

20. The paper should have wide distri- 
bution—the percentage of industries hav- 
ing anything approaching a satisfactory 
basis for cost accounting is probably rela- 
tively small—a great field exists for 
substantial improvement, and we should 
be most grateful for Mr. Scott’s excellent 
effort. 





ACCOUNTING AND ECONOMIC 
CONCEPTS 


by 


F. SEwELL Bray 


Author’s Summary 


1. The development of the accounting 
art has reached a position where it cannot 
ignore the economic and social concepts 
current in each generation of its own de- 
velopment. It is possible to envisage the 
growth of the art into a formal pattern of 
economic affairs, and I like to look upon 
accountancy as a vital means of contem- 
plating the working of the economic 
system. 


2. Modern accounting practice may 
turn out to be highly abstract and unreal, 
mirroring a formal perfection and degree 
of quantitative measurement which can be 
illusory. I submit that accounting raised 
to a formal pattern of economic. reality 
can offer to econometricians a plan which 
they may get to play upon in the service of 
probability and the conditions of equilib- 
rium. 
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Accounting and Economic Concepts—continued 


3. The economists’ problems in the field 
of applied economies necessitate empirical 
constructions and some claim that these 
constructions can only be tested when 
they are brought together in a double- 
entry system of accounts which conforms 
to certain primary economic ideas. A 
greater degree of reliance upon significant 
aggregates would be reached if account- 
ants were prepared to examine this essen- 
tial structure and its supplementary 
framework in relation to those entities 
seen by them. 

4. The primary economic ideas to which 
I have referred may be enumerated in 
terms of production, consumption and 
adding to wealth, the latter of which im- 
plies both saving and asset formation. 

These concepts are independently re- 
lated in a closed economy in two ways, 
namely, income equals consumption plus 
saving and saving equals asset formation. 

These two flows have been stated as 
representing on the one hand “the pro- 
ceeds from the provision of goods and 
services for consumption and goods and 
services for adding to wealth.” On the 
other hand there are “the income pay- 
ments to the form of activity consump- 
tion, which receives the gain from the 
contributions of labour, capital and 
other factors of production engaged in 
the productive process. This - income 
which flows in as revenue to the form of 
activity consumption is partly spent 
on goods and services provided by the 
form of activity production where the re- 
mainder is saved and transferred to the 
form of activity adding to wealth; at 
which point it is converted into real assets 
(hence the term “asset formation”) pro- 
vided by the form of activity production.” 

5. These primary economic concepts 
ean be portrayed in a primary account 
which I suggest is fundamental, universal 
and constant, and it constitutes the key to 
all accounting designs. I view this aec- 
count, which I have named “Outlay Ac- 
count,” as being composed of one credit; 
available product, and two debits; con- 
sumption expenditure and saving. This 
primary account inspires the form of enter- 
prise accounts adapted to conform to 
economic concepts. 
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6. There are three main generic divisions 
of transactions which I designate current, 
resting and capital. The statement of cur- 
rent transactions can be viewed from 
three standpoints. The first is promoted 
by the real activity of the accounting 
entity, the second additive to include the 
real surplus from operating activities, 
plus or minus financial transactions 
peculiar to the definition of income, and 
thereafter transfers of income such as 
may be represented by movements of 
direct taxation from entities to central 
governments. The available product, 
carried to outlay account will, in point 
of fact, be equivalent to enterprise saving. 
This structure of account is intended to 
facilitate such an aggregation of entity 
accounts as will determine a measurement 
of social product. 


7. The first part of the current account- 
ing structure, which I designate “Operat- 
ing Account” will define the operating 
surplus arising from real activity. The 
outgoings of this account should be sub- 
divided in terms of production selling, 
and distribution and administration and 
management. The categories under which 
the component items of these divisions 
are stated, should be so framed that on 
aggregation and when related to other 
parts of an overall social accounting 
structure, their counterparts will appear. 
Cancellations of contra entries will be ap- 
parent and the items left will represent 
the intrinsic aggregates relevant to the 
fundamental outlay account. 


8. Incomings ean be elassified under 
two headings: (1) net sales of goods and 
services, and (2) subsidies. The operating 
income less the outgoings and after bring- 
ing in interest, computed by relation to 
economic concepts, will give the operating 
surplus, resulting from economic activity, 
to be carried to the income account. 


9. Into the income account are brought 
the surpluses from operating activities 
and all items of current incomings and 
outgoings of a purely financial order. 
Thereafter we bring in to the account the 
transfers of income which are offset by 
corresponding items in other entities. The 
final balance on the enterprise income 
account is the product available for out- 
lay. The saving is temporarily brought to 
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Accounting and Economic Concepts—continued 


rest in an account of capital incomings 
and outgoings which I have called ‘‘rest- 
ing account.’’ 

10. It is the resting account which 
establishes the relationship between sav- 
ing and asset formation and the account 
can be prepared to show on the debit 
side, as asset formation (a) changes in 
inventories; (b) real asset valuation ad- 
justments, to compose the real element of 
capital on the same plane of measure- 
ment; (c) movements on deferred charges; 
(d) financial items for iending and the 
net purchase of existing securities; (e) 
the changes in net current indebtedness; 
and finally (f) the change in the cash bal- 
ances. On the credit side we have (1) the 
item of saving; (2) provisions for replace- 
ment of assets, including inventories; (3) 
capital valuation adjustments; (4) move- 
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ment in deferred liabilities; and (5) finan- 
cial items for borrowing. 

11. Finally, we come to the capital ac- 
count, which can be regarded as a balance 
sheet, comprising a recorded summary of 
real assets. In the case of enterprises and 
most other entities, it incorporates a 
variety of money claims which on consoli- 
dation over the whole of a closed economy 
will cancel out to give a measure of real 
aggregated wealth. 

12. I submit that such a structural de- 
sign of accounts has the quality of invari- 
ance and displays conservation. It is 
invariant no matter what be the elements 
of change; it is compatible with both 
economic concepts and with modified 
tenets of accounting; and lastly, it is 
equally applicable to any and every kind 
of entity from a commonwealth down to 
a person. 


COMMENTARY BY D. H. MERRY 


1. Earlier economic concepts of the fae- 
tors of production—land, labour, capital 
and enterprise—being rewarded by rent, 
wages, interest and profits, have now 
given ground to the more modern ap- 
proach of concentrating attention on in- 
come and expenditure, saving and invest- 
ment. In other words, the economist now 
tends to concentrate on total income, the 
amount of that income which is currently 
consumed, and the amount which is saved 
and devoted to capital formation. 


2. These more recent trends in eco- 
nomic thinking, and the technique of 
social accounting which has arisen out of 
them, at first sight might appear to be far 
removed from accountancy proper, which 
is concerned with actual recorded busi- 
ness transactions, and the ascertainment 
of profit. Mr. Sewell Bray’s paper, how- 
ever, has shown clearly that the concepts 
of the economist are in fact not so very 
far removed from those of the accountant. 


3. Mr. Bray has maintained broadly 
the usual basis of accounting structure, 
but with a different grouping of items 
from that usually adopted. Items have 
been arranged in such a way as to comply 
with the requirements of economists in 
approaching their statistical assessment 
of national income and outlay. 


4. The economist has been trending to- 
wards accounting concepts in his ap- 
proach to the main problem of assessing 
economic progress, but he has been ham- 
pered by difficulty in adding together the 
individual results of many independent 
business ventures. He has been thrown 
back on to taxation returns, and similar 
sources of information to compile “social 
accounts” to show the economie activities 
of the whole community. 


5. Mr. Bray has put forward a scheme 
of accounting which would provide basic 
information in the form in which econo- 
mists could make direct use of it. Perhaps 
it would be pertinent to subject this pro- 
posed new grouping of accounts to two 
main tests. 

First, does it satisfy the requirements 
of accounting technique and provide all 
essential information ? 

6. It cannot be denied that the ap- 
proaches of the accountant and the econo- 
mist at first sight appear to be different. 
The accountant is primarily interested in 
profit. He is concerned to ensure that 
profit can be accurately ascertained after 
making due provision for the maintenance 
of capital. The economist, on the other 
hand, concentrates attention on income, 
expenditure, and savings, or capital 
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Accounting and Economic Concepts—continued 
formation. In making his assessments, the 
economist must rely to a considerable ex- 
tent on estimates. The accountant also 
has become increasingly concerned with 
estimates in analysis of stock values and 
similar variables. In effect, the account- 
ant does much the same thing in ensur- 
ing that true profit is struck and that 
capital is adequately safeguarded. 

7. Will the accuracy of accounti: g 
technique suffer as a result of the re- 
grouping of accounts which has been sug- 
gested by Mr. Bray? I would think not. 
The basic accounting requirements will be 
met, at the same time, the accounts will 
be presented in such a way as to provide 
the economist with basic data in a form to 
meet his requirements. 

8. At this stage, however, we might ask 
the second question. Can the economist 
derive data direct from business accounts 
in the form proposed by Mr. Bray, which 
will make a definite contribution towards 
providing the necessary material for the 
compilation of national income and expen- 
diture accounts? It seems to me that this 
is highly doubtful, but I must leave the 
answer to others who are far more fitted 
than I to give it. 

It is perhaps sufficient to point out 
that the accountant in making his various 
estimates, when striking final profit figure 
and safeguarding capital structure, is 
coming very close indeed to the sphere 
of the economist. The latter, in assessing 
total income and outlay, must pay regard 
to due allowance for maintenance of ex- 
isting capital equipment in assessing what 
resources are available for new capital 
formation. In these circumstances, surely 
no harm can be done and some useful 
purpose may well be served, by planning 
accounts in such a way as to provide in- 
formation in a form which can be directly 
related to an economic approach. 


9. A further argument which cannot be 


overlooked in the consideration of this 
whole broad problem is that the economic 
concepts of national income and expendi- 
ture are playing an increasingly import- 
ant part in every-day business affairs. 
The national budget with its shadow of 
taxation looms large in all business enter- 
prise. The Treasury is becoming more im- 
portant as the unseen but ever-present 
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partner. The volume of returns which 
must be rendered to one authority or an- 
other is sufficient justification for the 
expenditure of considerable effort in plan- 
ning some common system and approach 
to the question of accounting methods. 


10. Doubts may remain as to whether 
the mass of information required for taxa- 
tion and other returns of one kind or 
inother, can be provided in sufficient de- 
ail in the major groups of accounts. If 
such be the case, it might be argued, there 
is little to be gained by altering the form 
of accounts so that they are broadly in 
agreement with economic concepts. On 
the other hand, however, if special returns 
and schedules have to be prepared in any 
case, it would hardly be a change for the 
worse if the grouping of accounts were 
altered to fit a common accounting- 
economic pattern. The test which the 
Cohen Committee applied to this question 
was that of whether the detail would be 
so great as to defeat the main object of 
published accounts, namely the presenta- 
tion of financial information clearly and 
succinctly. Admittedly that is a stumbling 
block, and it may well prove insurmount- 
able. 

11. A common problem which has been 
touched on in the paper, and for which a 
solution has been suggested, is a means of 
overcoming the disability that fluctua- 
tions in the value of money alter the 
values of real assets. This is a problem 
which has assumed major proportions in 
the last few years. Current published 
balance sheets, and the flow of new 
capital issues bear testimony to the fact 
that financial measurement now repre- 
sents a considerably lower level of goods 
than before the war. Higher money turn- 
overs do not necessarily represent a 
heavier volume of goods. To meet this 
situation by the application of a price 
index may not provide anything more 
than a rough answer. Prices indexes are 
notoriously difficult to apply to any given 
individual series of prices or values. It 
would be essential to bear in mind that 
particular prices must always be cor- 
rected by the appropriate index, if dis- 
tortions are to be avoided. It is unlikely 
that the majority of those interested in 
published accounts would appreciate this 
fact and bear it sufficiently in mind. 


(Continued on page 21) 
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ACCOUNTING AND Economic Concepts—continued 


12. There are many problems still to 
be resolved before accountancy and eco- 
nomies can stand upon common ground. 
Mr. Bray has outlined for us a workable 


scheme which makes a giant stride for- 
ward in this direction. The ironing out of 
details and reconciling of differences 
should not be beyond the capacity of 
accountants and economists. 


COMMENTARY BY J. H. TODHUNTER 


1. Mr. Bray’s paper is directed towards 
certain modifications of conventional ac- 
counting practice with the object of 
securing figures which would be useful to 
economists. 

Business men, in this country at any 
rate, in the light of our experience of a 
planned economy with its accompanying 
controls, may doubt the wisdom of giving 
economists and other planners any fur- 
ther encouragement to meddle with com- 
merce and industry. 

2. On the other hand, perhaps en- 
lightenment of the planners by means of 
accurate business statistics might lead to 
replacement of the irksome interference 
which we hav® suffered by constructive 
advice and reliable technical information 
which would assist business men in their 
pursuit of maximum efficiency. 

3. Seriously, however, there can be no 
question that the changes taking place in 
political thought and in the economic 
structure of the world are making ac- 
countancy a much more powerful force, 
with the result that, whether we like it or 
not, the old concept that an accountant’s 
duties lay solely to the proprietor of a 
business is fading out against the back- 
ground of national affairs. 

4. The three principal modifications of 
accounting practice recommended by Mr. 
Bray are: 

Firstly, that accounts of business entities 
should be prepared on a uniform basis, so 
that aggregate figures may be readily ob- 
tained to indicate the total effect of busi- 
ness transactions in any given field. 

Secondly, that capital movements during 
an accounting period should be summarized 
in a new type of account termed ‘‘ Resting 
Account.’’ 

Thirdly, that all figures in a balance 
sheet should be based on values determined 
at the date of the statement. 

5. With regard to the first reeommen- 
dation, it seems desirable to emphasize 
that the primary object of accountancy is 

B 


to provide each business with information 
in the particular form best suited to its 
requirements. Not only do these require- 
ments vary as between different classes 
of business, but also between business 
entities of the same nature. 

6. Uniformity in accounts is desirable, 
not to say essential, in a group of busi- 
nesses where there is uniformity of man- 
agement, but it is an essential feature of 
the system of private enterprise that 
management should not be uniform, and 
any attempt to make it so would be likely 
to retard the development of efficiency 
which comes through efforts made to find 
a better way of doing things, and when 
those in charge are reasonably free to 
experiment with alternative means of 
achieving a given object. 

7. This is not to say that some measure 
of uniformity in accounting classifications 
is not useful and desirable. In point of 
fact, the technique of accountancy has 
been developed to establish general prin- 
ciples within which particular adaptations 
ean be worked out in detail to give the 
information most appropriate to the needs 
of management in any particular business. 

8. With the foregoing considerations in 
mind, the outstanding practical inference 
from Mr. Bray’s proposal is that further 
research is needed into the possibilities 
of standardizing the accounting classifica- 
tion of transactions, so that summarized 
information for industries and groups of 
industries can be made available for 
statistical purposes. 

9. Apart from the economist, it is 
evident that there is substantial commer- 
cial advantage in such forms of statistical 
data. 

10. The industrial efficiency of -the 
U.S.A. is perhaps largely traceable to the 
use of reliable commercial statistics which 
enable standards of performance to be set 
and facilitate investigations into methods 
of improving efficiency. Such data helps 
each business to gauge its own progress; 
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Accounting and Economic Concepts—continued 


it helps industrial groups in such things 
as tariff matters and representations to 
the government on prices, taxation, ete. ; 
it can help in industrial matters, in trade 
relations and in public relations. 

11. Thus, we may, taking Mr. Bray’s 
proposals as a basis, bend our energies to 
an examination of the desirability of stan- 
dard classification of the methods of 
carrying it out. 

12. This mus{ not be taken to suggest 
any rigid standardization of accounting 
systems, which would be the best way to 
send accountancy backwards, but we 
could well do with a more defined code of 
behaviour in summarizing or classifying 
the business activities of the nation. 

13. Mr. Bray’s proposal for a “Resting 
Account” would add to the normal set of 
financial accounts a statement showing 
how additions to capital funds over a 
period have been applied, and how reduc- 
tions in such funds have been compen- 
sated. 

13. Most of us are accustomed to pre- 
paring and using similar summaries of 
variations in assets, liabilities and capital 
funds as a convenient means of following 
capital trends and requirements over a 
period of time. 

15. The inclusion of such a summary in 
the conventional set of accounts is surely 
a logical step to the most informative 
presentation of financial data to all who 
have an interest in the results and 
velopment of the enterprise concerned. 


16. Mr. Bray’s suggested name of 
“Resting Account” hardly seems apt to 
describe a statement which records noth- 
ing but movements —not only into and 
out of, but also within the “lake of capi- 
tal”— perhaps the prosaic “Summary of 
Capital Movements” would better indicate 
the nature and purpose of such a state- 
ment. 

17. Finally, there is Mr. Bray’s sugges- 
tion that balance sheet values be adjusted 
to show assets, liabilities and invested 
capital, all at values which are true or 
substantially so at the date of the state- 
ment. 

18. With this proposal is associated the 
charging against profits of: 


de- 
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(a) Depreciation based on _ current 
values of depreciating assets rather 
than their original cost ; 

(b) Reductions in quantities of stocks 
on hand priced at last cost. 

Such charges against profits would ab- 
sorb portion of the valuation adjustments 
necessary to bring assets into the balance 
sheet at current values, and it is proposed 
that the unabsorbed portion should be 
carried to the “Resting Account” as repre- 
senting variations affecting capital rather 
than trading results. 

19. The following results would be 
achieved under Mr. Bray’s proposal: 

(1) Theenet profit or operating surplus 
would be determined after provid- 
ing for maintenance, over the ac- 
counting period, of the productive 
capacity of the enterprise in terms 
of physical assets; 

(2) Variations in values of physical 
assets due to changes in the value 
of money between tlfe beginning 
and end of the accounting period 
would be recorded, together with 
corresponding adjustments _ re- 
quired in provisions for deprecia- 
tion and/or replacement. 

(3) The balance sheet would show 
assets, liabilities and capital funds 
expressed at their current values. 

20. Business men would probably wel- 
come statements prepared on such a basis 
(perhaps as additional to, rather than in 
substitution for, those now generally in 
use) provided, firstly, that the figures 
could be regarded as accurate, and 
secondly, that undue effort was not in- 
volved in securing them. 

21. As Mr. Bray himself suggests, how- 
ever, it becomes a matter of considerable 
difficulty to determine a satisfactory basis 
upon which to make the necessary peri- 
odical adjustments to the book figures of 
fixed assets. 

22. The regular adjustment of values 
from year to year or over lesser -periods 
would, it seems, involve a great deal of 
work, unless the adjustments can be made 
arbitrarily on some formula or index. 


23. If an arbitrary basis is adopted, the 
whole value of the resultant figures comes 
into question, and these figures could only 
be checked by detailed calculations or 
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Accounting and Economic Concepts—continued 
appraisals which in practice might well 
involve costs out of proportion to the 
value of the information to be obtained. 

24. Mr. Bray’s ideas in general are 


provocative, and their adoption may well 
be of substantial value, not only to econo- 
mists, but to those more directly con- 
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cerned with the production and manage- 
ment of business enterprise. 

25. Any apparent difficulties in their 
application should not deter us from fully 
investigating all the possibilities of using 
them to develop the usefulness of our pro- 
fession in the national interest as well as 
in that of those we immediately serve. 


COMMENTARY BY H. P. BROWN 


1. The design of accounts set out in 
Mr. Bray’s paper is a thorough analysis, 
from the point of view of enterprise ac- 
counts, of the framework of a system of 
accounts for the whole economy. Such a 
system is being developed by economic 
statisticians as a means of measuring 
national income and its component aud 
related elements and hence appraising the 
development of the economy. It seems 
worthwhile from this point of view to 
draw out some of the distinctions between 
types of accounting entries which are im- 
plicit in his paper. 

2. As I see the position, there are four 
entries made in the books of account of 
the whole community for every “exter- 
nal” transaction and two entries for every 
“internal” transaction. By “external” in 
this sense I refer to transactions between 
two economic entities—and each of these 
entities makes two entries (double entry) 
in its own books. Of course, the practice 
of full accounting is not so widespread 
that these entries are always made in 
fact, but they are those which should be 
made under present accoufiting practices. 
By “internal” transactions I mean trans- 
actions which relate to the internal affairs 
of a particular economic entity, and re- 
sult only in the one normal double entry 
within the books of that entity, e.g., the 
making of provision for depreciation. 

3. In general, it may be said that every 
transaction recorded in the books of an 
enterprise has a real side and a financial 
side and that one entry relates to the real 
side—for the cash sale of the goods, say, 
the movement of goods—-and the other 
entry to the financial side—movement of 
eash. In aggregating the accounts of the 
whole community to obtain an assessment 
of the amount and _nature of total 
economic activity a rather different sort 
of double-entry accounting is used which 
consists of taking the two real sides of 
the double entries for each of the parties 


to a particular transaction or group of 
transactions. For transactions which are 
purely internal to a particular enterprise, 
it is necessary to make a double entry 
similar to that made in ordinary account- 
ing. 

4. It follows that from the economic 
and statistical point of view it is neces- 
sary that the accounts of economic en- 
tities should distinguish clearly between 
transactions with other entities and in- 
ternal transactions. I would accordingly 
query Mr. Bray’s grouping of bad debts 
and debt collection expenses as one item 
(item 8, para. 19). Debt collection ex- 
penses represent a payment to another 
enterprise and will appear in the accounts 
of that enterprise as a sale of services, 
while bad debts, insofar as they appear in 
the accounts of another entity, appear in 
a special form. 

5. Another desirable distinction in 
types of accounting entries is that between 
transactions with the different groups of 
economic entities — enterprises, govern- 
ments and consumers. It is, of course, im- 
practicable to suggest that such items as 
sales should be classified between sales to 
enterprises, to governments and to con- 
sumers, but it is desirable, for example, 
that rents and rates should be shown 
separately. 

6. The third distinction is between 
items which, although of much the same 
nature from the point of view of one 
party to the transaction, are of a different 
nature from the point of view of other 
parties. This distinction overlaps to some 
extent with the second distinction, but 
may be illustrated by Mr. Bray’s grouping 
in para. 13 of “royalties and machine 
rents.”’ I would make two criticisms of 
this grouping—first, that royalties are a 
pure income payment to the recipient 
while machine rents may frequently rep- 
resent merely a charge for a service, and, 
second, that royalty payments, regarded 
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Accounting and Economic Concepts—continued 
as a current expenditure by the enter- 
prise paying the royalty may, under cer- 
tain circumstances, be regarded as a 
eapital receipt by the recipient. I would 
again emphasize, of course, that it may 
not always be practicable to make a 
classification from the point of view of the 
other party. I might also make a small 
point here that I assume Mr. Bray does 
not intend to imply in para. 15 that com- 
mission charges payable to banks should 
be grouped with office rates. 

7. From a statistical point of view, 
these distinctions in enterprise accounts 
are desirable, because aggregate accounts 
for the whole community can only be 
built up from published information, and 
it is frequently necessary to deduce 
almost all the entries for one group of 
entities from the opposite side of the 
transaction as shown by other groups of 
entities. For example, almost the whole 
of the transactions of consumers must be 
deducted from the transactions of the rest 
of the economy. 

8. Finally, I would draw attention to 
another objective of the economic statis- 
tician as implied in Mr. Bray’s discussion 
of interest in paras. 17 and 18, namely, 
that of measuring the relative product of 
different enterprises and groups of enter- 
prises so that the net current addition to 
wealth arising in each can be properly 
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appraised. For this purpose it is neces- 
sary to measure first the products of other 
industries used up by each industry, and 
secondly the final product of the industry 
itself. The difference between these two 
represents the net product of the indus- 
try. From this point of view products 
are regarded as real resources either of 
material or human energies. It follows 
that interest paid by an enterprise is not 
part of products used up, i.e. costs, but 
part of the net product distributed in that 
form. 

9. A similar argument applies to rents. 
Part of gross rents represents products 
used up, e.g., the maintenance, deprecia- 
tion and cost of collection elements, but 
the net rent (after allowing for such 
items) is part of the final product of the 
industry paying the rent: If it were not 
so regarded, it would be necessary to 
treat net rents as the product of a hypo- 
thetical real estate industry. Thus the 
product of an enterprise in which most 
of the assets were rented would appear 
much lower than that of an identical en- 
terprise in which the owner of the assets 
happened also to be the proprietor of the 
enterprise. Mr. Bray goes on from this 
point to the associated but distinct prob- 
lem of attempting to measure how far 
differences of product between enterprises 
are due to real differences in capital 
employed. 





lediremene UTILITY DEPRECIATION 
ACCOUNTING 


The following extract from the 1948 
Report of the British Transport Commis- 
sion, issued in August, 1949, is an interest- 
ing commentary on current controversies 
regarding depreciation accounting. Though 
it deals specifically with railways, much 
of the argument is equally applicable to 
other public utility undertakings. 


The Commission inherited two very dif- 
ferent bases of account for capital assets. 
Railway accounts have for generations 
been based, in this country, on variants of 
the Double Acgount System, whereas the 
accounts of London Transport, together 
with the new and rapidly growing Road 
Transport units, are based on variants of 
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a system which may be called “Commer- 
cial.” Though responsibility for the day- 
to-day accounting is devolved along with 
the activity concerned, the bases of the 
accounting structure must be reasonably 
uniform, and reconciliation of the differ- 
ing bases was necessary. 

The underlying assumption of the 
Double Account System is that capital is 
something which can be permanently 
maintained by renewal, and _ which 
changes neither up nor down unless the 
undertaking itself expands or contracts. 
Changes in price levels are accordingly 
ignored when capital assets wear out and 
are replaced, the cost of the new assets 
being charged to revenue (or to reserves 
ereated out of revenue). The so-called 
“Commercial” basis of account has a less 
statie conception of capital. The capital 
assets, at least so far as they require indi- 
vidual replacement, are regarded as un- 
dergoing a steady process of change, and 
when an asset is scrapped it is written 
out of capital; any new asset provided, 
whether as a replacement or otherwise, is 
written into capital at its actual cost. 
Under this system the capital expenditure 
relating to the assets in question reflects 
the cost when acquired of the assets ac- 
tually in use, and revenue is charged with 
the annual instalments needed to write off 
this capital cost, as distinct from the pro- 
vision which would have to be made to 
buy a replacement if price levels changed. 

In respect of assets requiring individual 
replacement, the Commission decided to 
employ the “Commercial” basis and not- 
withstanding the exceedingly great vol- 
ume of accounting work involved in the 
change, the former Railway Companies’ 
assets—in the category of rolling stock, 
ships and plant (as distinct from perman- 
ent and fixed works, such as ways and 
structures which are renewed rather than 
replaced)—now appear in the accounts at 
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their full cost when acquired, whether by 
the vested undertakings or by the Com- 
mission, and will continue to do so in 
future. The effects of this change are ex- 
plained in the Notes on Accounts, and the 
main considerations which influenced the 
decision were as follows: 

(a) It was essential to establish a com- 
mon basis for the accounting. 
It is desirable (1) that the book 
records of the assets in existence at 
any time should, as a general rule, 
be related to their actual cost 
rather than to the cost of the 
original assets which they replace, 
and (2) that depreciation provided 
on such assets should also be re- 
lated to the firm fact of their actual 
cost rather than to estimates of 
current costs of replacement, which 
may vary greatly from year to 
year. 
An annual provision based on ac- 
tual cost of the assets is likely to 
steadier from year to year than any 
other basis of provision. 
Assets accounts maintained on this 
basis reflect more accurately the 
changes in the capital position and 
the extent to which the assets have 
been written down out of revenue. 
Changes in the forms and tech- 
niques of transport may mean that 
much of the Commission’s existing 
equipment will never be replaced. 
Leading accountancy bodies in 
this country and the United States 
have recommended that deprecia- 
tion provisions should be based on 
actual cost of the assets in use, and 
that any further provision towards 
replacement cost should be _ re- 
garded as a matter of financial 
appropriation rather than as a pro- 
cess of accounting charge. 

There is the further consideration that 
the employment of actual cost as a basis 
is in line with Inland Revenue practice. 


(b) 
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ARTICLES IN COST ACCOUNTING 
JOURNALS 


LABOR COST CONTROL WITHOUT TIME RECORDS 


In the N.A.C.A. Bulletin for May Ist, 
1949, Messrs. C. M. Benson and W. A. 
Donaldson write on “Labour Cost Control 
without Clock Cards or Individual Time 
Records.” 


They describe a system using standard 
costs whereby job tickets and clock cards 
are dispensed with, and indirect labour 
hours are not separated from total hours 
in the cost control report. Responsibility 
is placed on the foreman to ensure that 
the workmen are there at the proper time 
and to report any absenteeism. The 
medium of control is a simple monthly 
ratio and comparison in terms of labour 
hours based on the hours worked by the 
employees and the completed direct pro- 
duction hours at standard. 


The system described is very similar to 
that used by many companies in Aus- 
tralia, but in many cases it was considered 
necessary to analyse the indirect time 
rather fully to avoid variances from 
standard. In some other cases it has also 
been necessary to roughly measure the 
work in progress each month so as to 
adjust for the effect of any change in the 
monthly working progress effect on com- 
pleted production. In another case, to ex- 
plain variations from standard, job cards 
for certain operations had to be tem- 
porarily employed. 

For some companies, it does, however, 
supply sufficient means of control, and 
the system here described is one that can 
be operated to advantage by many com- 
panies now without a costing system. 


MOTOR TRANSPORT COSTS 


In the N.A.C.A. Bulletin of April 1st, 
1949, there appears an interesting article 
on Transport Costing by Harris Saunders 
of the “Dixie Drive it Yourself System.” 
The company rents passenger cars and 
trucks for any periods and also for long- 
and short-term contracts. 

Vehicles are not only rented,-but petrol, 
oil, tyres, maintenance, servicing and in- 
surance are furnished. The company 
operates 800 passenger cars and 1,700 
trucks. The company charges its cus- 
tomers on a time and mileage basis, be- 
cause one class of costs accrues largely 
without regard to the operation of the 
vehicle, accruing by the lapse of time 
rather than mileage. These costs would 
cover registration, insurance, painting 
and g@fraging. Depreciation is claimed to 
come under this group. Costs that accrue 
because of the rolling of the wheels, the 


running of the motor, the use of the trans- 
mission and differential and the general 
operation of the vehicle are repairs, tyres, 
petrol and oil, together with the cost of 
substitute trucks and the cost of carrying 
spares. 


Costs are reported by individual trucks 
as profit and loss on each individual truck 
or fleet of trucks must be known. Aver- 
age costs, because of the variety and size 
and type of truck operated, and the dif- 
ferent conditions under which they 
operate, would be meaningless. 


_ The author believes in a separate cost 
sheet for each truck, and in allocating all 
costs, including those that accrue by the 
lapse of time as well as the mileage cost. 
If the result of operating a fleet of six 
trucks is required, the figures of six indi- 
vidual cost sheets are consolidated. 
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PROGRESS AND PROSPECTS OF COST 
ACCOUNTANCY 


by 


P. C. ALEXANDER, A.C.A.A. 


We are now approaching the end of a 
decade—the decade since the declaration 
of war in 1939—and it is worth while con- 
sidering what lasting results these years 
have brought in the field of Cost Account- 
ancy. 

Certainly they were years in which 
strong governmental influences were 
brought to bear. The activities of Prices 
Officers and of the various purchasing 
Ministries (Munitions, Aircraft Produc- 
tion, Supply, which were in some cases no 
doubt a trader’s only possible market), all 
these seeking and demanding to know 
what costs were, should have moved the 
Australian manufacturing body far along 
the path towards efficient costing. Those 
of us who move among the manufacturers 
looking, like Diogenes, for costs might 
now pause and assess what the actual 
results have been. 

They have been disappointing. Too 
many of the small manufacturers keep 
their so-called costs (if at all) on bits of 
paper and the backs of envelopes; too 
many of the middle-sized manufacturers 
rely on estimated costs never reconciled 
or compared with actuals; too few of the 
larger concerns know what Standard 
Costs and Budgetary Control are. (In his 
more depressed moments the writer is in- 
clined to think he could count the con- 
cerns that are efficient in the costing sense 
on the thumbs of one hand, and that 
pointing downwards. ) 

It has been suggested that the govern- 
mental activities above-mentioned were a 
good reason for a manufacturer not wish- 


ing to ascertain his true costs. But the 
desire to evade scrutiny was not a ma- 
terial factor. The real reasons for our lack 
of progress were probably two in number. 
Firstly, during the war years advising of 
traders was in the hands of the older 
members of the accountancy profession, 
who, often ill-equipped to act as cost ac- 
countants, were apt to look hopelessly at 
costing problems and say, “It can’t be 
done”; and secondly, the trader himself, 
while explaining to the Prices Branch 
that his employees wouldn’t keep time 
records and that he hadn’t the staff to 
handle material requisitions (and erying 
in his heart he talked to some dis- 
believing official, “How long, O Lord, how 
long?”), was comfortably conscious that 
he could sell his goods anyway whatever 
their cost might be. 


as 


However, it is to be presumed that we 
are slowly approaching another period in 
which the producer no longer has the 
buyer by the throat and in which cost 
and price will again be factors important 
to the manufacturing world. Then no 
longer will our manufacturers be able and 
happy to pluck their costs from the air 
“like music for the soothéd ear.” Then a 
knowledge of the limits to which price- 
cutting is economically sound in various 
circumstances and seasons and a sure 
method of controlling costs-will be vital 
indeed to them. 


It is hoped that cost accountants will 
be great enough in numbers and sound 
enough in training to show the way. 





NO ROOM TO SWING A CAT 


This expression comes from the Navy, and goes back to the flogging days. 
It described a space too small to swing a cat-o’-nine-tails. 
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BOOK REVIEWS 


Management Planning and Control: Buy E. Gorrz; McGraw Hill Book Company. 
New York, 1949. Pp. x +_294, price $3.75. 


An interesting discussion of the relation- 
ship between accounting, management and 
economics is camouflaged by the title of 
this book. The author admits the inade- 
quacy of its title, and to describe its main 
purpose uses a sub-title, ‘‘A Managerial 
Approach to Industrial Accounting.’’ But 
both titles fail to cover the considerable 
portion of the volume which is devoted to 
the economics of a single business unit; 
and indeed it seems most difficult to con- 
ceive a title which will do justice to the 
notion of weaving together these three im- 
portant strands of business activity or 
study. 

The first three chapters examine the 
growing importance, objectives and pre- 
mises of managerial accounting. This sub- 
ject of managerial accounting does not yet 
appear to have been treated adequately or 
critically. The phrase is often used quite 
glibly without much thought for the im- 
plications of its terms. It is possible to 
argue that all accounting is managerial in- 
sofar as accounting performs no function 
except such as managers require of it; it 
has also been argued that cost accounting 
is managerial accounting, for it deals spe- 
cifically with-internal problems over which 
management may be expected to have the 
greatest influence. These points of view, 
both inadequate in the reviewer’s opinion, 
suggest the desirability of a close analysis 
of, and perhaps a new definition of, mana- 
gerial accounting. 

Goetz attempts to do this, though his 
treatment seems to err in the connotation 
imputed to the word ‘‘managerial.’’ ‘‘As 
here conceived,’’ he writes, ‘‘managerial 
accounting includes most of general finan- 
cial accounting, all of cost accounting, and 
all of production control.’’ The word 
*‘managerial’’ in the sub-title is used with 
the intention of eliminating from con- 
sideration the legal-financial aspects of 
accounting; but it is submitted that the 
objectives of management include the 
maintenance of satisfactory external legal- 
financial relationships, and it is quite ap- 


propriate to include these in the field of 
managerial accounting, if there is such a 
field of study. 

The writer is critical of the conventional 
methods both of financial accounting and 
of cost accounting. This is expected from 
a writer presenting the managerial point 
of view. But it would have been interest- 
ing to find greater length of argument 
and more demonstration of the way the 
needs of management may be better served 
by accounting. He questions the validity 
of conventional accounting in periods of 
rising prices; but further than referring 
to the standard American works support- 
ing and opposing the historical-cost basis, 
he does not go. In the preface, he writes, 
‘‘This is a book about accounting with vir- 
tually no numbers to impede a grasp of the 
philosophy presented.’’ Books with this 
kind of aim are certainly rare, and I think 
most valuable, but some demonstration of 
a way of presenting both trading and in- 
flationary (or deflationary) effects is no 
less necessary in the present condition of 
accounting theory. 

Because the author concentrates on 
managerial planning and control (of 
purely internal operations) he probably 
feels free of the need to consider the im- 
pact of his criticisms on published ac- 
counts, which are the only means of access 
of external parties to business facts. It 
is felt, however, that as he recognizes 
‘‘management as the focus of powerful 
group pressures’’ and the growing element 
of social -control of business and industry, 
the means of communicating to pressure 
groups and society generally demanded at 
least some treatment. 

Though in some places the text is tur- 
gidly polysyllabic, in others it is refresh- 
ingly succinct. The last chapter, ‘‘Sum- 
mary and Conclusions,’’ is particularly 
pungent. It condenses the argument of the 
previous eleven chapters to a _ ten-page 
comparison of traditional and managerial 
accounting which demonstrates without a 
shadow of doubt the great advances which 
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Book Reviews—continued 


remain to be made in the practice of ac- 
counting generally. An example is given 
from the outline of the premises of mana- 
gerial accounting (p. 271-2). ‘‘The em- 
phasis is on present or future, never on 
the past; on the more or less, never on the 
average; on purpose and method of man- 
agement, never on abstract, absolute, 
single-valued truth. For managerial con- 
trol, valuation in managerial accounting 
runs in terms of ultimate importance to 
the enterprise and of the amenabilty of 
items to control by responsible individuals. 
... Managerial accounting . . . assumes tech- 
nological and social change, enhancrhg or 
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depressing values. It is full of managerial 
judgment and has a low esteem for his- 
torical, proportional valuations.’’ 

This book is as stimulating as J. M. 
Clark’s The Incidence of Overhead Costs, 
and it is more obviously managerial in its 
analysis than any other book on managerial 
accounting in the reviewer’s knowledge. 
Its ‘‘pragmatic, operational approach’’ 
should commend it to accountants in in- 
dustry particularly ; but all who aspire to 
a wider understanding of the industrial 
and social functions of accounting will find 
it both challenging and informative. 


R. J. CHAMBERS. 





SHIPBOARD ACCOUNTING SYSTEM 


MECHANIZED ACCOUNTING IN THE P. & 0. LINER “HIMALAYA” 


The most progressive and efficient busi- 
firms have long since installed 
mechanized accounting systems to keep 
track of their income and outgoings, and 
all the intermediate transactions which 
may determine success or failure. These 
systems supply an amazing amount of 
valuable information, and at a cost in 
time and labour which is only a fraction 
of that consumed by the old-time pen and 
ink methods. The operation of a modern 
passenger and cargo liner involves as 
much bookkeeping as does that of a sub- 
stantial business enterprise. The P. & O. 
liner Himalaya, for instance, now on her 
maiden voyage to India and Australia, is 
equipped with the most modern type of 
mechanized accounting systems with the 
necessary employees trained to operate it 
to the fullest extent. 

The average passenger has little appre- 
ciation of the amount of form-filling, book- 
keeping and paper work which modern sea- 
going conditions in a large passenger ship 
involve, especially in ships like the Hima- 
laya and other P. & O. vessels which call 
at various ports, taking on and discharg- 


ness 


ing pasengers, supplies and freight. The 
purser’s office in such vessels is a hive of 
industry, often busy all night. 

The equipment now at work in the 
Himalaya, consists of two Burroughs desk 
bookkeeping machines, electrically oper- 
ated. One is in the Bureau, where it will 
handle a large part of the ship’s business 
accounts in connection with passengers, 
payroll, supplies, port dues, and a number 
of other operations. Many of these opera- 
tions have to be done quickly while the 
ship is in port, and the machines provide 
a means of expediting all calculations with 
infinitely less human drudgery than has 
been required in the past. There are two 
young women assistants in the Bureau of 
the Himalaya, one of whom is already a 
trained accounting machine operator. It is 
expected that these will do the bulk of the 
actual machine operation, but the other em- 
ployees of the purser’s office have been in- 
structed in machine operation, so that they 
will be all capable of using it. 

Space forbids detailed description of the 
many variegated uses of this accounting 
machine, which can be altered in a few 
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Shipboard Accounting System—continued 
seconds to use various printed forms, etc., 
but the handling of the ship’s payroll may 
be cited as typical. This is a complicated 
matter in liner operation, involving article 
number, rating, entry and discharge, leave 
pay, subsistence, overtime, other earnings, 
wines, tobacco and laundry, net final wages 
and a number of other items. Any of these 
which involve money can be ecaleulated on 
the machine, not only for each individual, 
but for the ship’s crew as a whole. The 
portage bill is inserted in the machine and 
the operator makes the required entries, 
the machine meanwhile automatically eal- 
culates the amounts for each member of 
the ship’s company. 

The other bookkeeping machine is in- 
stalled in the service bar connected with 
the first-class saloon, and it is under the 
supervision of the head barman. Its use- 
fulness here is primarily due to the almost 
universal system of signing chits for 
drinks, cigarettes, etc., in the first-class 
bars. There are four bars in the Himalaya 
in which a passenger at some time or other 
is likely to sign a chit, and under the old 
system it was an arduous ‘task to sort out 
the account of each passenger among a 
total of perhaps 700, often lasting from 
closing time until daylight. Under the new 
system, the men from the other bars gather 
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round the head barman, who operates the 
machine; the account of each passenger is 
quickly ascertained from the berth num- 
ber of his chits; added up on the machine, 
and the list torn off and wrapped round 
each passenger’s chits. Thus the tiresome 
mental addition which formerly had to be 
made is abolished, and the passenger is 
impressed with the’ business-like manner 
in which his account has been produced. It 
is intended that the chits shall be dealt 
with every week or ten days, or when a 
passenger is leaving the ship. The good 
impression thus made on the passenger was 
no doubt given consideration by the man- 
agement of the P. & O. when they decided 
to modernize this phase of shipboard life 
and operation. 

Later on, when more experience has been 
gained, it is planned to institute a mechan- 
ized system of bar stores’ control which 
will do away with much former hand work, 
and which will at the same time give the 
purser and the company a much more ac- 
curate idea of the exact quantity and value 
of bar supplies, cigarettes, etc., than they 
have ever had before. In principle, this 
system of stores’ control has long been in 
use in efficiently managed business enter- 
prises, including hotels, and will require 
practically no adaptation for use on ship- 
board. 


THE FRIENDLY KNOWING 


During a recent visit to Brisbane where I was the guest of honour at a con- 
vention, one of my hosts jestingly referred to my convict ancestors. I was able to 
assure the company, quoting from Mr. Richard Church’s review of my clansman 
Neil Gunn’s book Young Art and Old Hector, that my people are Highland crofter 
folk, ‘‘a simple and proud people whose hard lives are regulated by a code of conduct 
rigid in its moral responsibility toward the laws of God, and happily lax in its 
attitude toward the laws of Cesar,’’ and I was able to add that when on the rare 
occasion one of my people was caught he was never transported; he was hanged. 

If you wish to know more of these folk there is no better way of knowing than 
the reading of Neil Gunn’s novels. Here is a sample from Young Art and Old 
Hector. ‘‘That’s a lot to know, isn’t it?’’ said Art, wonderingly. ‘‘It’s not the size 
of the knowing that matters, I think,’’ said Old Hector, ‘‘it’s the kind of the knowing. 
If, when you know a thing, it warms your heart, then it’s a friendly knowing and 
worth the having. In any case, you will remember it, and it will stay with you to 
the end of your days.’’ 

Where have you read anything more beautiful? 
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LEGAL SECTION 


Edited by 
R. E. O’NEILL, A.1.C.A. 


RETURN OF CAPITAL BY PAYING 


In Scottish Insurance Corporation Ltd. 
v. Wilsons and Clyde Coal Co. Ltd., [1949] 
1 All E.R. 1068, the House of Lords dealt 
with the construction of the articles of 
association of a company so far as they 
bore on the question, whether a proposed 
reduction of capital was fair and equit- 
able as between the ordinary and prefer- 
ence shareholders. The respondent com- 
pany, which was incorporated in 1876 to 
acquire and carry on colliery undertakings, 
had, in September, 1947, a nominal capital 
of £850,000, and an issued capital of 
£725,000, divided into £40,000 7 per cent. 
cumulative first preference stock, £10,000 
7 per cent. cumulative second preference 
stock, and £675,000 ordinary stock. Bye 
articles 11 and 12 of its articles of associa- 


tion (adopted in 1923), the company could 
issue new shares with a preferential or 
qualified right to dividends. By article 17 


the company was enabled from time to 
time by special resolution to reduce its 
capital. By article 78, every unit of stock 
had one vote on a poll at any company 
meeting. Article 128, which dealt with 
rights to the profits of the company, pro- 
vided that, after setting aside any amount 
which might be carried to any reserve fund 
or written off, the profits should be applied 
to the payment of a cumulative preferen- 
tial dividend of 7 per cent. to the first and 
second preference stockholders in their 
order of priority and that the residue of 
profits should be divisible among the 
ordinary stockholders. Article 139 en- 
abled the directors to set aside out of 
profits such sum as they might think pro- 
per as a reserve fund which might be used 
for (inter alia) making provision for pay- 
ing off the preference capital. Article 
141 (a) empowered the company by 
ordinary. resolution to convert its un- 
divided profits, including divisible profits 
arising by way of permanent appreciation 
m value of the company’s assets, into 
capital and to distribute it by way of bonus 
among the ordinary stockholders. Articles 


OFF PREFERENCE SHAREHOLDERS 


159 and 160 provided that, in the event of 
the company being wound-up, the first, 
preference stock ‘‘shall rank before the 
other [stocks] of the company on the pro- 
perty of the company to the extent of 
repayment of the amounts . . . paid there- 
on,’’ and that the second preference stock 
should similarly rank before the ordinary 
stock but after the first preference stock. 

On January 1, 1947, under the Coal 
Industry Nationalisation Act, 1946, the 
colliery assets of the company were trans- 
ferred to and vested in the National Coal 
Board with the result that the company 
could no longer pursue the objects for 
which it was incorporated and it was its 
avowed intention in due course to go into 
voluntary liquidation. At an extraordinary 
general meeting on September 26, 1947, 
the company passed a special resolution for 
the reduction of its capital from £850,000 
to £462,500 divided into £337,500 ordinary 
stock and £125,000 ordinary shares, by 
returning their whole paid-up capital to 
the holders of the £50,000 preference stock, 
and extinguishing such stock, and by re- 
turning to the holders of the £675,000 
ordinary stock 10s. for each £1 unit held 
by them. On a petition to the court under 
the Companies Act, 1929, s. 56 (1), for an 
order confirming the reduction, certain of 
the preference stockholders objected to the 
reduction on the grounds (a) that it de- 
prived them prematurely of the advantages 
of a well-secured 7 per cent. investment, 
(b) that it deprived them of the right to 
participate, along with the ordinary stock- 
holders, in the surplus assets of the com- 
pany on liquidation, and (c) that it de- 
prived them of the opportunity of obtain- 
ing a favourable adjustment of their in- 
terests under the Coal Industry National- 
isation Act, 1946, s. 25. 

Held: (i) [Lord Morton of Henryton 
dissenting] On a true construction of the 
company’s articles, subject to the payment 
to the preference stockholders of their 
capital and their preferential dividends, if 





32 The Australian Accountant 


Legal Section—continued 


any not yet paid, and subject also to the 
discretionary applications by the directors 
under articles 139 and 141 (a), the whole 
of the reserve funds and other assets of 
the company, including the proceeds of 
sale of the capital assets, were appropri- 
atec to the ordinary stockholders to the ex- 
clusion of the preference stoekholders: Will 
v. United Lankat Plantations Co. Ltd., 
[1914] A.C. 11; 109 L.T. 754, applied ; and, 
therefore, as the preference stockholders 
had no right to anything beyond what they 
would receive under the proposed redue- 
tion of capital, and as the articles gave 
them clear notice that there was no as- 
sured permanence of their right to a cumu- 
lative 7 per cent. dividend, their complaint 
that payment off in the present cireum- 
stances was unfair and inequitable was 
groundless. In determining what was fair 
between the parties, the court could not 
properly have regard to the consideration 
that the incidence of income tax would be 


a deterrent to the use of the alternative * 


measures available to the company under 
articles 139 and 141 (a). 


(ii) |Lord Morton of Henryton dissent- 
ing.}| Articles 159 and 160 contained a 
complete statement of the rights of the 
preference stockholders in the winding-up 
for the reason that the whole of the profits 
and assets of the company (subject to pay- 
ment of the amounts called up and paid on 
the preference stock) had been appropri- 
ated before liquidation to the ordinary 
stockholders, and there was nothing in the 
articles to indicate that the rights of the 


< 
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preference stockholders, if they had not 
already been paid off, would be increased 
by attributing to them part of the profits 
and assets which had been appropriated to 
the ordinary stockholders: Re Bridgewater 
Navigation Co., [1891] 2 Ch. 317; 64 L.T. 
576, approved; Re William Metcalfe & 
Sons Ltd., [1933] Ch. 142; 148 L.T. 82, 
overruled. Therefore, as the preference 
stockholders would not be entitled on a 
winding-up to anything more than a return 
of their paid-up capital, apart from any 
considerations arising out of the Coal 
Industry Nationalistion Act, 1946, s. 25, 
their objections to the proposed reduction 
had no substance. 

(iii) In the exercise of its jurisdiction 
under the Companies Act, 1929, s. 55 (1), 
the court should regard the provisions of 
s. 25 of the Act of 1946 as a factor to be 
included in its consideration of the fairness 
of a proposed reduction of the capital of a 
colliery company, but there was nothing 
in s. 25 to oust the jurisdiction of the 
court under the Companies Act, 1929. As, 
however, notwithstanding the publication 
of the Coal Industry Nationalisation (Com- 
pany Adjustment) Regulations, 1948, made 
under s. 25 (1) of the Act of 1946, it was 
still impossible to foretell what, if any, 
adjustment of interests as between different 
classes of stockholders would ultimately be 
made under s. 25, the possibility that the 
preference stockholders might ultimately 
get something better than the repayment of 
their capital in full did not justify the 
court in saying that the proposed reduction 
was not fair and equitable between the 
different classes of stockholders. 





THE OLD VILLAGE CHOIR 


Lady Townshend in 7t Was—and it Wasn’t tells the story of a service at a 
remote church in England where the music was supplied by three old men who 
performed on a trumpet, a ’cello and a violin. 

The anthem for this particular Sunday was the soul-stirring ‘‘ Who is the King 
of Glory?’’ But when the vicar gave this out, no sound proceeded from the gallery 
where sat the instrumentalists. The vicar repeated the words, this time in a slightly 
querulous tone—still silence. At last an angry voice was heard: ‘‘We bean’t to be 
hurried. Pass that there lump of rosin, Tom; we’ll soon show ’em who is the King of 


Glory.’”’ 
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Edited by 
K. C. Keown, A.C.A. (AUST.), A.M.T.C. 


A METHOD OF ACCOUNTING FOR HIRE PURCHASE TRANSACTIONS 


K. C. Keown 


1. Nature of Hire Purchase Transactions 


A hire purchase agreement forms the 
basis of many contracts made for the pur- 
chase and sale of goods where the pur- 
chase price is to be paid in instalments. 
The legal effect of the agreement is that 
the property in the goods does not pass to 
the purchaser until he has paid the full 
amount under the agreement and has ex- 
ercised his option to purchase. This 
method of “selling” goods by “instalment 
payments” has been developed because of 
the greater security which is afforded the 
seller—he is, legally, the owner of goods 
let on hire and should the hirer fail to 
meet his obligations under the contract, 
then the seller shall have the right to 
repossess the goods. 


The legal effect of a hire purchase 
agreement can be summarized in this 
way: 

(a) Goods are hired at a fixed periodic 

rental by the hirer; 

(b) Who is given an option to purchase 
on payment in full of optional pur- 
chase price; and 

(c) An option to return the goods at 
any time and thus terminate the 
hiring relieving himself from any 
further liability under it (subject 
to any minimum hiring clause) ; 

(d) But until option to purchase is ex- 
ercised the property in the goods 
remains with the owner; 

(e) Who may repossess on default. 


2. Problems in Accounting for Hire 
Purchase Transactions 


It is suggested that the most suitable 
method of accounting for a hire purchase 
transaction is that which disregards the 
legal form in which it is prepared and 
looks rather to its substance, which is that 
of a sale of goods by instalment payments. 


The problems posed to the accountant 
by this form of contract are— 

(i) In the ease of the seller (1.e., the 
owner), the recognition of income 
arising from the transaction; that 
is, when should the profit be taken 
to the credit of the revenue 
account. 

(ii) In the case of the purchaser (i.e., 
the hirer), the amount which must 
be debited to the asset account as the 
capital cost of the asset. 

It will be found that in the case of the 
seller he takes credit in his revenue account 
for only that portion of the total profit 
which is realized in any given accounting 
period. There must not be a credit to profit 
and loss account on the signing of the 
agreement and the delivery of the goods; 
this must wait until the cash is actually 
received from the hirer. 

In the case of the purchaser it is usual 
to charge as the capital cost of the asset 
the amount for which it could have been 
purchased for a cash payment. The differ- 
ence between this ‘‘cash price’’ and the 
total amount payable under the agreement 
is treated as a payment of interest and 
written off over the term of the agreement. 


3. Accounting Treatment in the Books 
of the Seller 


(a) Accounts required— 
Hire Purchase Sales 
Hire Purchase Debtors 
Unearned Interest and 
Unrealized Profit — These last two 
accounts can be combined if it is 
not necessary to know the amounts 
of profit and interest separately. 


(b) Accounting Entries— 
(i) On Signing the Agreement: 
Dr. Hire Purchase Debtors with 
the full amount payable. 
Cr. Unearned Interest with the 
amount of interest charged. 
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Cr. Unrealized Profit with the 
difference between the cost of 
the goods and the normal sale 
price. 
Cr. Hire Purchase Sales with the 
the cost price of the goods. 


(ii) On the Receipt of Cash: 
Dr. Cash. 
Cr. Hire Purchase Debtors. 


(iii) At Balance Date: 
Dr. Hire Purchase Sales. 
Cr. Purchases or Trading 

Account. 

This entry ensures that the cost 
price of goods sold on hire pur- 
chase transactions is excluded 
from the computation of the profit 
arising from cash and normal 
credit sales. 
Dr. Unearned Interest. 
Dr. Unrealized Profit. 
Cr. Profit and Loss. 
With the amount of Profit and 
Interest which has been realized 
and earned during the accounting 
period. This is caleulated by ap- 
plying this formula— 


Cash received from H.P. Debtor 
Total amount of hire payable 





Unearned Interest and Unrealized Profit 
1 


Alternatively, this formula can be 
applied to the Unrealized Profit 
under each contract and _ the 
amount of interest earned can be 
ealeulated by applying to the 
amount of hire outstanding at the 
beginning of the accounting 
period or from the date of new 
agreements, the rate of interest 
chargeable. It is suggested, how- 
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ever, that the first formula can 
be applied*in each case. 


(iv) Statement in the Balance Sheet: 
In the balance sheet prepared on 
the last day of the accounting 
period the amount owing by Hire 
Purchase Debtors should be shown 
as a Deferred Asset, and from it 
there should be deducted the bal- 
ance remaining in the Unearned 
Interest and Unrealized Profit 
Accounts. For example: 

Deferred Asset— 


Hire Purchase Debtors eese 


Less Unearned Interest .. 
Unrealized Profit 


4. Example of Accounting Treatment 
in the Books of the Seller 


Assume the following— 

On Ist July, 1948, the AB Machinery Co. 
Ltd. sells machinery to the New Plastic 
Manufacturers Pty. Ltd. under a lire pur- 
chase agreement. The agreement provides 
for a hiring period of two years with 
monthly instalments of £100, payment to 
commence on Ist July, 1948. The goods 
eost the seller £1,700 and they would nor- 
mally be sold for a cash price of £2,100. 

From this information is can be seen that 
the profit on the sale of the goods is £400 
(t.e., £2,100— £1,700) and the interest 
charged is £300 (7.e., £2,400 — £2,100). 

The entries in the books of the AB 
Machinery Co. Ltd. to record this trans- 
action during the year ended the 30th 
June, 1949, are— 

Initial journal entry: 


Hire Purchase Debtors .. £2,400 
Unrealized Profit... .. £400 
Unearned Interest + 300 
Hire Purchase Sales .. 1,700 


Hire PurRcHASE DEBTORS. 


New Plastic Manufac- 


turers Pty. Ltd. £2,400 


£2,400 


Balance £1,200 


1948-1949 
July 1 to June 1 Cash Payments £1,200 
1949 


June 30 Balance... .. 1,200 


—_—_—__ 
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UNREALIZED PROFIT. 


1949 1948 
June 30 Profit and Loss (See July 1 Hire Purchase Debtors 
below) —' w ae 
De ok Nae ee Rs 200 


£400 
1949 
July 1 Balance 


UNEARNED INTEREST 
1949 1948 
June 30 Profit and Loss (See July 1 Hire Purchase Debtors 
below) Sh ae ie £150 
0 Oe 150 


£300 
1949 
July 1 Balance 


Hire PuRCHASE SALES 


1949 1948 
June 30 Trading Account .. .. £1,700 July 1 Hire Purchase Debtors £1,700 


Profit realized during the year ended 30th June, 1949: 
Cash Received Unrealized Profit 
Using the formula: K = 
Total Hire Payable 1 
1,200 400 
x —— = £200. 
2,400 1 — 





Interest earned during the year ended 30th June, 1949: 
Cash Received Unearned Interest 
Using the formula: x ———- 
Total Hire Payable 1 
1,200 300 
x —  — £150 
2,400 1 — 





An alternative method of determining then our calculation could proceed on this 
the amount of interest earned during the fashion— 
year is for the rate of interest stated in the 8 2.400 
agreement (if any) to be applied to the — X —— = £192 
amount of hire outstanding at the begin- 100 ] 
ning of the accounting period. For ex- which would be debited to Unearned In- 
ample, if the agreement in this question terest and credited to Profit and Loss 
had provided that the interest charge was Account. In theory, this method is prob- 
to be at the rate of 8 per cent. per annum, ably more correct than the one recom- 
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mended, because it results in more interest 
being credited to revenue in the years when 
the debtor owes a greater amount. How- 
ever, the alternative method has the great 
merit of crediting an equal amount of in- 
terest and profit to revenue in each of the 
years of the contract and hence will have a 
stabilizing effect on the periodic calcula- 
tions of profit. 
Statement in Balance Sheet at 
380th June, 1949: 
Deferred Asset— 
Hire Purchase Debtors 
Less Unearned Interest £150 
Unrealized Profit.. 200 


£1,200 


350 £850 


5. Accounting Treatment in the Books of 
the Hirer 


(a) Accounts required: 

Asset Account 

Hire Purchase Creditor 

Deferred Interest. 
(b) Accounting Entries: 

(i) On signing of contract— 

Dr. Asset with ‘‘eash price’’ of 

goods. 
Deferred Interest 
terest charged. 

Cr. Hire Purchase Creditor with 

total hire payable. 

(ii) On Payment of Cash— 
Dr. Hire Purchase Creditor. 
Cr. Cash. 
At Balance Date— 
Dr. Profit and Loss. 
Cr. Deferred Interest. 
With amount of interest which is 
properly chargeable against the 
revenue of the period. This cal- 
culated by applying the formula 


with in- 


Dr. 


(iii) 
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Hire paid during period Deferred Interest 





x 
Total hire payable 1 
(iv) Statement in Balance Sheet— 


Alternative treatments are per- 
missible— 

(a) Deduct the hire outstanding 

from the asset; or 

(b) State the asset in the normal 
way in the balance sheet and 
show the hire as a deferred 
liability. If this treatment is 
adopted a note should be 
made on the balance sheet 
that the liability under the 
hire purchase agreement is 
secured over a certain asset. 
This method of presentation 
is recommended. 


6. Example of Accounting Treatment in 
Books of Hirer 


Assume the following— 

A purchases machinery from B under a 
hire purchase agreement. The _ hiring 
period is two years and instalments of 
£200 are payable on the Ist day of each 
month. The goods could be purchased for 
a cash payment of £4,400. The goods are 
delivered and the first instalment paid on 
Ist July, 1948. A decides to depreciate 
the machine at the rate of 10 per cent. per 
annum on cost. 

The journal entry to initially record 
this transaction would be— 

Machinery .. £4,400 
Deferred Interest .. 400 
Hire Purchase Creditor £4,800 

The entries in the ledger of A to record 
transactions for the year ending 30th 
June, 1949, would be— 


MACHINERY ACCOUNT 


Purchased from B un- 
der H.P.... .. £4,400 


DEFERRED INTEREST. 


H.P. agreement with B £400 


Balance .. 


1949 


June 30 Profit and Loss (See 


below) 
Balance 
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Hire PurcHASE CREDITORS 
1948-1949 1948 


July lto June 1 Cash Payments £2,400 July 1 H.P. agreement with B 
June 30 Balance... ~~. 2,400 


£4,800 
1949 
July 1 Balance .. 


DEPRECIATION OF MACHINERY 


1949 1949 
June 30 Provision for Deprecia- 
ad « «2 o«, ee June 30 Profit and Loss 


PROVISION FOR DEPRECIATION OF MACHINERY 
1949 
June 30 Depreciation 
Amount of interest charged to Profit and Loss is calculated in this manner: 





Hire paid during period _ Total interest charge 
x —— cieaplatiiabetiaaseemiialieepaibiiatinis 
Total hire payable 1 
2,400 400 
= ~*~ —— = £200. 
4,800 1 — 
Statement in Balance Sheet: 
Fixed Assets— 
Machinery at cost (Purchased under H.P. agreement with B) £4,400 
Less Provision for Depreciation .. .. .. .. «2 «se es 440 


£3,960 


Deferred Liability— 
Hire Purchase Creditor (Secured on Machinery) .. .. .. £2,400 
Baer meee SIS og cr acs Ck Ce oe 200 
£2,200 





PIPING HOT 


This phrase is often used in my home, which is run on military lines. Every 
engagement must be broken off to come to the table while the dinner is ‘‘ piping hot.’’ 
One evening I looked up Dr. Johnson’s dictionary to find out the origin of piping. 
The doctor says the word ‘‘is only used in low language.’’ He gives two meanings— 
1. weak, feeble, sickly: from the weak voice of the sick (citing Shakespeare, ‘‘I, in 
this weak, piping time of peace’’) and 2. hot, boiling: from the sound of anything 
that boils (but citing no authority). 

There is, however, a great authority overlooked by the doctor. The word appears 
in Chaucer’s ‘‘The Miller’s Tale’’—‘‘and wafres, pipying hoot out of the gleede 
(coals).’’ Piping hot may have been ‘‘low language’’ in the eighteenth century, it was 
not so in the fourteenth. 
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Angus Lancaster 
JOHNSONIANA — I 


I have made a small selection of Dr. Johnson’s sayings. In making the choice, 
regard has been paid to Dr. Johnson’s good sense, sharp observation of character 
and power of caustic wit. Moreover, in the main the selection has been restricted 
to specimens of Johnson’s conversational style which is terse and robust, in contrast 
to his written style which is sonorous and inflated, and where “the language is 


frequently grander than the thought.” 


Scotland’s noblest prospect 

Mr. Ogilvie, a Scot, observed that Scot- 
land had a great many noble wild pros- 
pects. Johnson: “I believe, sir, you have 
a great many... . But, sir, let me tell you, 
the noblest prospect which a Scotchman 
ever sees, is the high road that leads him 
to England!” 


A tribute to youth 

“Sir, I love the acquaintance of young 
people; because, in the first place, I don’t 
like to think myself growing old. In the 
next place, young acquaintances must last 
longest, if they do last; and then, sir, 
young men have more virtue than old 
men; they have more generous sentiments 
in every respect.” 


Women preachers 

“Sir, a woman’s preaching is like a dog 
walking on his hind legs. It is not done 
well; but you are surprised to find it done 
at all.” 


The advantages of a branch establishment 
About 1744, John Newberry, the book- 
seller, removed to London and opened a 
shop at the sign of the “Bible and Crown” 
near Devereux Court, without Temple 
Bar, together with a branch establishment 
at the Royal Exchange. Dr. Johnson’s 
comment was, “He has one habitation 
near Bow Church and another about a 
mile distant. By this ingenious distribu- 
tion of himself between two houses, he has 
contrived to be found at neither.” 


On courting the great 
“You must not give a shilling’s worth 
of court for sixpence worth of good. But 


if you can get a shilling’s worth of good 
for sixpence worth of court, you are a 
fool if you do not pay court.” 


On authors 

“A man who writes a book thinks him- 
self wiser or wittier than the rest of man- 
kind; he supposes that he can instruct or 
amuse them, and the publick to whom he 
appeals, must, after all, be the judges of 
his pretensions.” 

“No man but a blockhead ever wrote, 
except for money.” 


Definition of a Club 
“An assembly of good fellows, meeting 
under certain conditions” (Dictionary). 
Johnson invented an adjective when he 
referred to Boswell as ‘‘a very clubable 
man.”’ 


Definition of Excise 

Johnson, in his Dictionary, thus defines 
excise: ‘‘A hateful tax levied upon com- 
modities, and adjudged not by the com- 
mon judges of property, but wretches 
hired by those te whom excise is paid.” 
The Commissioner of Excise took um- 
brage, and sought the opinion of the 
Attorney-General. Boswell believes that 
the opinion was to the effect that the pas- 
sage might be considered as actionable, 
but that it would be more prudent not to 
prosecute. Johnson never went back on 
his view. In the Idler, No. 65, he refers 
“to the two lowest of human beings, a 
Scribbler for a party, and a Commissioner 
of Excise.” 
On Friendship 

Dr. Johnson once said to Sir Joshua 
Reynolds: “If a man does not make new 
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acquaintance as he advances through life, 
he will soon find himself left alone. A man, 
sir, should keep his friendship im constant 
repair.”’ 


On Literary Criticks 

“Criticism is a study by which men 
grow important and formidable at a very 
small expense. The power of invention 
has been conferred by nature upon few, 
and the labour of learning those sciences 
which may by mere labour be obtained is 
too great to be willingly endured; but 
every man can exert such judgment as he 
has upon the work of others; and he 
whom nature has made weak, and idle- 
ness keeps ignorant, may yet support his 
vanity by the name of a eritick’’ (Idler 
No. 60). 


Don’t waste your time with 
un-idea’d girls 

One night, when Mr. Topham Beauclerk 
and Mr. Langton had supped at a tavern 
in London, and sat till about three in the 
morning it came into their heads to go and 
knock up Johnson, and see if they could 
prevail on him to join them in a ramble. 
With great good humour Johnson agreed. 
“What, is it you, you dogs! I'll have a 
frisk with you.” They made a bowl of 
that liquor ealled Bishop which Johnson 
had always liked. Later they walked down 
to the Thames, took a boat, and rowed to 
Billingsgate. Beauclerk and Johnson were 
so well pleased with their amusement that 
they resolved to persevere in dissipation for 
the rest of the day; but Langton deserted 
them, being engaged to breakfast with some 
young ladies. Johnson scolded him for 
“leaving his social friends to go and sit 
with a set of wretched un-idea’d girls.’’ 

Macaulay used the expression ‘‘un-idea’d 
girls’’ when teasing his sisters. 


On Smoaking 

The following extract from Boswell 
shows that although Johnson did not 
smoke he approved of it. “There is a com- 
posure and gravity in draughts which in- 
sensibly tranquilizes the mind; and, ac- 
cordingly the Dutch are fond of it, as 
they are of smoaking, of the sedative in- 
fluence of which, though he himself never 
smoaked, he had a high opinion.” 
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Pure Ignorance, Madam 


In discussing certain errors in John- 
son’s Dictionary, Boswell records this 
story. A lady once asked Johnson how he 
came to define pastern the knee of a horse; 
instead of making an elaborate defence, as 
she expected, he at once answered, ‘‘Ignor- 
ance, Madam, pure ignorance.’’ 


In a letter to Burney (8th March, 1758), 
Johnson says, ‘‘I have printed many of the 
plays (Shakespeare’s) and have hitherto 
left very few passages unexplained; where 
I am quite at loss, I confess my ignorance, 
which is seldom done by commentators.’’ 


On Plagiarists 


Johnson’s Idler was in such high estima- 
tion before it was collected into volumes, 
that it was seized on with avidity by 
several publishers of newspapers and 
magazines. Johnson, to put a stop to this 
unfair proceeding, published an advertise- 
ment wherein he threatened retaliation, 
“We shall lay hold, in our turn, on their 
copies and sell them at an humble 
price ; yet not with a view of growing rich 
by confiscation, for we think not much 
better of money got by punishment than 
by crimes. We shall, therefore, when our 
losses are repaid, give what profit shall 
remain to the Magdalens; for we know not 
who can be more properly taxed for the 
support of penitent prostitutes than pro- 
stitutes in whom there yet appears neither 
penitence nor shame.” 


On debts 


In a letter to Mr. J. Simpson, Dr. John- 
son says, “Your debts on the whole are 
not large, and of the whole but a small 
part is troublesome. Small debts are like 
small shot; they are rattling on every 
side, and can scarcely be escaped without 
a wound; great debts are like cannon; of 
loud noise but little danger.” 


On letters to distant friends 


Extract from letter of 10th June, 1761; 
to Mr. Joseph Baretti, at Milan. “You 
reproach me very often with parsimony 
of writing; but you may discover by the 
extent of my paper that I design to 
recompense rarity by length. A short 
letter to a distant friend is, in my opinion, 
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End Pages—continued 

an insult like that of a slight bow or cur- 
sory salutation—a proof of unwillingness 
to do much, even where there is a neces- 
sity of doing something.” 


Why dictators and bureaucrats 
flourish 

“Men will submit to any rule, by which 
they may be exempted from the tyranny 
of caprice and of chance. They are glad 
to supply by external authority their own 
want of constancy and resolution, and 
court the government of others, when 
long experience has convinced them of 
their own inabilty to govern themselves.” 


The Scot 

Johnson, according to Boswell, con- 
sidered the Scotch, naturally, as a crafty, 
designing people, eagerly attentive to 
their own interest, and too apt to over- 
look the claims and pretensions of other 
people ‘‘while they confine their benevo- 
lence, in a manner exclusively to those 
of their own country, they expect to 
share in the good offices of other people. 
Now this principle is either right or 
wrong; if right, we should do well to 
imitate such conduct; if wrong, we cannot 
too much detest it.” 

Johnson would not allow Scotland to 
derive any credit from Lord Mansfield; 
for he was educated in England. “Much 
(said he) may be made of a Scotchman, 
if he be caught young.’’ 


On successful businessmen 


The following is an extract from the 
collectania of the Rev. Dr. Maxwell, a 
social friend of Johnson’s: “Upon a visit 
to me at a country lodging near Twicken- 
ham he (Johnson) asked what sort of 
society I had there. I told him, but in- 
different ; as they chiefly consisted of opu- 
lent traders, retired from business. He 
said he never much liked that class of 
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people, ‘For, sir’ (said he) ‘they have lost 
the civility of tradesmen, without acquir- 7 
ing the manners of gentlemen.’ ” 


On committees 

“Though many men are nominally en- 
trusted with the administration of hospi- 
tals and other publick institutions, almost 
all the good is done by one man, by 
whom the rest are drawn on; owing to 
confidence in him, and indolence in them.” 
On inferiours 


Being solicited to compose a funeral } 
sermon for the daughter of a tradesman, 
Johnson naturally enquired into the ™ 
character of the deceased; and being told 
that she was remarkable for her humility 7 
and condescension to inferiours, Johnson | 
observed “that those were very laudable 
qualities, but it might not be so easy to™ 
discover who the lady’s inferiours were.” 


On lawyers 

Johnson observed of a certain person 
under discussion that “he did not care to 
speak ill of any man behind his back, but 
he believed the gentleman was an™ 
attorney.”’ 

{In Johnson’s day, the officers of the 
Common Law Courts were attorneys, and 
those of the Court of Chancery were’ 
solicitors. A man could hold both quali- 7 
fications. | 
The triumph of hope over experience 

A gentleman, who had been very un- 
happy in marriage, married immediately 
after his wife died. Johnson said “it was) 
the triumph of hope over experience.” 


Snob values 

Johnson and Boswell visited the Pan 
theon. Boswell said there was not half 4@ 
guinea’s worth of pleasure in seeing the 
place. Johnson: “But, sir, there is half 
a guinea’s worth of inferiority to other 
people in not having seen it.” 














